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PREFACE   TO    FOURTH    EDITION 

The  provisions  of  the  Finance  Act,  1918,  have 
received  the  necessary  attention  in  this  edition. 
Also,  a  considerable  enlargement  has  resulted  from 
the  more  detailed  treatment  of  a  number  of 
important  matters  of  practice.  The  enlargement 
is  evident  throughout  the  book,  but  particular 
reference  may  be  made  to  the  chapters  on  The 
Restriction  of  Deductions  for  the  Remuneration  of 
Officials  (Chapter  VII)  ;  Long  Contracts,  Debts,  etc., 
and  Matters  in  Suspense  (Chapter  IX)  ;  Deprecia- 
tion, Obsolescence,  Postponed  Renewals,  etc.  (Chapter 
X)  ;  The  Valuation  of  Stocks  (Chapter  XI)  ;  and 
The  Disposal  of  Trading  Stock  otherwise  than  in 
course  of  Trade  (Chapter  XII). 

The  Summary  of  Rules,  which  provides  a  fairly 
complete  guide  to  all  Excess  Profits  Duty  laws, 
now  appears  in  Chapter  XXII. 

The  Author  wishes  to  express  his  thanks  for  the 
numerous  letters  which  he  has  received,  but  he 
avails  himself  of  this  opportunity  of  saying  that 
he  is  not  able  to  advise  in  particular  cases. 

August,   1918. 


PREFACE   TO    FIRST   EDITION 

A  NOTE  may  be  permitted  regarding  the  general 
character  of  the  Excess  Profits  Duty  law.  This 
law  is  based  on  the  existing  Income  Tax  laws,  but 
with  extensive  modifications.  The  Income  Tax 
laws  have  for  object  the  fixing  of  a  standard 
according  to  which  the  profit  of  all  concerns  may 
be  calculated  without  reference  to  individual 
circumstances.  Though  there  always  will  be  sub- 
ject for  argument,  their  main  track  has  been  fairly 
well  beaten  in  the  course  of  seventy  years.  But 
the  new  Excess  Profits  Duty  law  seeks  to  secure 
a  fair  comparison  between  the  current  profits  and 
the  normal  profits  of  the  same  concern.  This  is 
a  more  difficult  matter,  inasmuch  as  the  individual 
circumstances  which  go  to  produce  the  normal 
may  not  be  excluded  from  consideration.  It  is 
hardly  too  much  to  suggest  that,  in  important 
respects  in  this  connection,  the  Act  necessarily 
does  little  more  than  indicate  the  general  direction 
which  should  be  followed  in  the  computation  of 
the  taxable  excess.  Within  limits,  the  Legislature 
invites  applications  for  the  modification  of  general 
rules  which  peculiar  circumstances  render  inequitable. 
The  discretionary  powers  accorded  to  the  taxing 
authority  are  similarly  noteworthy. 

In    consequence,    the    provisions    under   review, 
imposing,    as    they    do,    a    tax    of    unprecedented 


Vni  PREFACE 

severity,  are  the  most  intricate  of  existing  taxing 
enactments.  The  words  of  the  Act  are  often  of 
the  utmost  importance,  and  are  accordingly  set 
out  fully  in  this  work.  But  to  secure  facility  of 
reference  and  intelligibility  at  sight,  as  far  as 
may  be,  the  effect  of  the  law  is  summarized  in 
numbered  "  rules  "  arranged  in  chapters  according 
to  subject.  These  rules  are  printed  in  outstanding 
type  and  are  followed,  in  each  case,  by  the  words 
of  the  Section  or  Regulation  in  point,  italicized  so 
that  they  may  be  passed  when  immediate  need 
therefor  does  not  exist.  This  legal  matter,  again, 
is  followed  by  the  notes  and  examples  which  bear 
on  the  rule  in  question. 

In  view  of  the  Author's  official  position,  it  is 
desirable  to  state  that  this  book  is  not  an  official 
publication,  and  that  it  is  not  issued  under  the 
authority  of  the  Commissioners  of  Inland  Revenue. 
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PART    I 

CHAPTER  I 

The  Basis  of  Liability 

BASIS  OF  LIABILITY — ALLOWANCE  OF  ;^200  PER  ANNUM 
— ;^200  ALLOWANCE  INCREASED  WHERE  PROFITS 
SMALL — SHORT  PERIODS — RATES  50  %,  60  %,  AND 
80% — SET-OFF  FOR  LOSS  IN  PRE-WAR  YEARS — 
SET-OFF  FOR  DEFICIENCIES  IN  OTHER  PERIODS — 
SET-OFF  FOR  DEFICIENCIES  IN  OTHER  CONCERNS — 
COMPANY  OWNED  BY  SIMILAR  COMPANY  REGARDED 
AS  BRANCH  THEREOF. 

I.  The  duty  payable  is  a  percentage  {^ee  Rule  4)  of  the  i.  Duty  a 
amount  by  which  the  profits  of  the  period  concerned  Sfexwss^* 
exceed  the  "  pre-war  standard  of  profits.'*     If  the  excess  £200" 
is  not  larger  than  £200  no  duty  is  payable.    If  the  excess 
is  larger  than  £200,  the  first  £200  of  that  excess  escapes 
assessment. 

See  Rule  2,  however,  as  regards  the  increase  of  the  £200 
allowance  in  the  case  of  concerns  having  small  pre-war 
standards. 

The  sections  of  the  Acts  concerned  are  set  out 
after  Rule  4,  page  13. 

1 


.\  :  ::f  ?;:.:;;    j  /.excess  profits  duty 
L  Duty  a         The  cfeneral  effect  of  the  tax  may  be  illustrated 

percentage  "  "^ 

o^^^cess       by  the  following  example — 

£200."  f 

Profits  of  the  Period  concerned  .         .      11,000 
Pre-war  Standard  of  Profits        .         .        6,000 


Excess        .         .         .         .       5,000 
Allowance  ....  200 


Net  Excess,  of  which  50%, 
60%,  or  80  %  is  taken      .      £4,800 


Nature  of  Excess  Profits  Duty 

In  the  case  Re  Condran  :  Condran  v.  Stark,  I9i7> 
the  vendors  of  a  business  were  entitled  to  '*  one- 
third  equal  part  of  the  net  profits  of  the  business  " 
for  each  of  the  next  five  and  a  half  years.  It  was 
held  that  this  proportion  should  be  computed  on 
the  profits  remaining  after  the  Excess  Profits  Duty 
had  been  met.  Peterson,  /.,  based  his  decision 
mainly  on  the  difference  between  Excess  Profits 
Duty  and  Income  Tax,  particularly  as  regards  the 
rule  that  in  computing  the  former  no  deduction 
might  be  made  for  the  latter,  whereas  in  computing 
the  latter  a  deduction  was  permitted  in  respect  of 
the  former.  (Rules  49-50.)  He  suggested  that  these 
matters  must  be  determined  in  accordance  with 
the  terms  of  the  agreements  concerned,  and  that 
he  must  not  be  taken  to  dissent  from  the  decisions 
referred  to  under  Rules  46-47. 
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Peterson,   /.,   in   distinguishing  between   Excess  ^^^JJffj^^ 
Profits  Duty  and  Income  Tax—  ^^^^^^ 

**  It  is  no  doubt  true  that  both  taxes  are  payable  ^?JS^.) 
in  respect  of  profits,  but  they  are  not  payable  in 
respect  of  the  same  profits  ;  and  it  seems  to  mc 
impossible,  if  income  tax  is  payable  in  respect  of 
net  profits,  to  say  that  excess  profits  duty  is  also 
payable  in  respect  of  net  profits,  inasmuch  as  the 
former  is  payable  in  respect  of  a  sum  which  is 
ascertained  after  deducting  the  latter.  In  my 
view,  Excess  Profits  Duty  is,  under  Sections  38  and 
45  of  the  Finance  (No.  2)  Act,  1915,  a  debt  due  to 
the  Crown,  the  amount  being  ascertained  with 
reference  to  the  amount  by  which  the  profits  exceed 
the  pre-war  standard. 

"  As  regards  the  meaning  of  the  words  *  net 
profits  '  :  As  I  understand  the  words,  they  signify 
the  excess  of  receipts  over  current  expenses  and 
outgoings  of  a  business,  the  fund  which  in  any 
year  is  capable  of  being  applied  to  the  payment  of 
a  dividend  or  capable  of  being  divided  between 
partners  as  the  fruit  of  the  year's  operations.  In  a 
partnership  agreement  which  provided  that  the 
net  profits  should  be  divided  equally  between  the 
parties,  excess  profits  duty  would  be  debited  before 
the  profits  which  were  divisible  could  be  ascer- 
tained ;  and  in  my  view  this  agreement  stands  on 
a  similar  footing." 

In  Collins  v.  Sedgwick,  1916,  the  selling  price  of 
the  shares  of  a  company  was  required  by  the 
Articles  to  be  regulated  in  certain  circumstances 
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J^rSmL*      ^y  ^  three  years'   aggregate   of  the   sums  which 


percentage 


he^nT       would  have  been  paid  as  dividend  upon  the  ordi- 
^aintd.)      nary  shares  "if  in  respect  of  each  of  such  three 
years  there  had  been  distributed  among  the  mem- 
bers the  entire  profits  of  such  years  available  for 
distribution   as   dividend."     It   was   held   that   in 
ascertaining  the  amount  of  such  profits,  allowances 
must  be  made  for  the  sum  payable  as  excess  profits 
duty,  and  therefore  not  available  for  distribution. 
Peterson,  J. :    "  Whether  this  is  a  charge  of  a 
duty  on  profits  or  whether  it  is  a  debt  that  is 
measured  by  the  amount  of  the  profits,  the  same 
result,  to  my  mind,  is  reached.     If  it  be  merely  a 
debt  that  is  measured  by  part  of  the  profits,  the 
result  is  that  it  is  an  annual  payment  which  will 
have  to  be  paid  out  of  the  revenue  of  the  company 
and,  therefore,  will  have  to  be  deducted  before  you 
arrive  at  profits  which  can  be  divided  among  the 
shareholders.     If  it  is  a  debt  which  is  payable  out 
of  the  profits,  it  is  again  an  annual  debt,  a  liability 
to  a  third  party,  which  is  payable  to  a  third  party, 
the  Crown,  not  as  dividend,  but  as  debt,  with  the 
result  that  there  is  only  the  balance  of  the  profits 
after  providing  for  the  debt  which  is  available  for 
distribution  amongst  the  shareholders.     The  result, 
therefore,  is,  to  my  mind,  that  in  no  case  can  it  be 
said  that  the  entire  profits  of  the  business,  including 
the  amount  of  the  revenue  which  would  have  to  be 
attributed  to  payment  of  the  excess  profits  duty, 
are  profits  available  for  distribution  as  dividend." 
The  judge  also  pointed  out  that  in  the  cases  in 
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which  it  had  been  decided  that  Income  Tax  was  J-  ^"7^ 

percentage 

part  of  the  net  profits  available  for  dividend,  the  ^y^nT 
decisions  had  proceeded  on  a  view  that  income  tax  ^tod.) 
is  paid  by  a  company  on  behalf  of  its  shareholders. 
In  the  case  of  Excess  Profits  Duty,  however,  the 
shareholder  is  in  no  way  responsible  for  the  duty. 
(See  also  cases  under  Rules  46  and  47.) 


2.  As  regards  any  accounting  period  ending  after  31st  *j  ™^'° 
December,  19 16,  the  margin  or  allowance  may  be  in-  ?^^|*^*^ 
creased  beyond  £200  where  the  profits  (adjusted  as  regards 
increased  or  decreased  capital)  of  the  accounting  p>eriod 
are  less  tlian  ;£2,ooo . 

The  increase  is  required  to  equal  one-fifth  of  the 
difference  between  such  profits  and  jf2,ooo.  If  there  are 
no  profits  the  increase  is  one-fifth  of  £2,000,  irrespective 
of  the  amount  of  loss. 

If  the  pre-war  standard  exceeds  ;f5oo,  the  increase  is 
reduced  by  the  amount  by  which  the  standard  exceeds 
;f5oo. 

In  the  application  of  Part  III  of  the  principal  Act^ 
to  excess  profits  duty  for  any  accounting  period  ending 
after  the  thirty- first  day  of  December,  nineteen  hundred 
and  sixteen,  the  following  provisions  shall  have  effect — 

{Finance  Act,  1917,  s.  26) 

Where  the  pre-war  standard  of  profits  of  any  trade  or 
business  does  not  exceed  five  hundred  pounds,  and  the 
profits  of  the  accounting  period,  after  any  adjustment  ^  in 

1  The  Part  of  the  Finance  (No.  2)  Act,  1915,  which  first 
imposed  the  Excess  Profits  Duty. 
*  See  Rules  96  and  97. 
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2.  Margin 
of  £200 
sometimes 
increased. 
—(centd.) 


respect  of  increased  or  decreased  capital,  are  less  than  two 
thousand  pounds,  subsection  (l)  of  section  thirty-eight  of 
the  principal  Act^  shall  have  effect  as  though  for  two 
hundred  pounds  there  were  substituted  two  hundred  pounds 
with  the  addition  of  one-fifth  of  the  amount  by  which  the 
profits  of  the  accounting  period  are  less  than  two  thousand 
pounds ;  so,  however,  that  if  there  has  been  a  loss  in  the 
accounting  period,  then  for  the  purpose  of  ascertaining 
the  amount  of  any  repayment  or  set-off  under  the  principal 
Act  the  addition  allowed  shall  be  such  as  if  there  had  been 
neither  loss  nor  profit,  and  that  where  the  accounting  period 
is  a  period  of  less  than  a  year,  this  provision  shall  have 
effect  as  if  there  were  substituted  for  two  thousand  pounds 
and  two  hundred  pounds  respectively  a  proportionately 
reduced  amount : 


The  foregoing  provision  shall  apply  where  the  pre-war 
standard  of  profits  exceeds  five  hundred  pounds,  subject 
to  this  qualification,  that  the  amount  of  the  addition  shall 
be  reduced  by  the  amount  by  which  the  pre-war  standard 
exceeds  five  hundred  pounds :  (Finance  ^d,  1917,  s.  26  (4).) 


It  will  be  observed — 

(1)  That  this  relief  applies  only  to  periods  of 
account  ended  after  31st  December,  1916,  but  that 
it  applies  to  the  whole  of  any  period  so  ended.  Thus, 
the  rehef  may  not  be  claimed  for  any  part  of  a 
six  months'  period  covered  by  an  account  to  31st 
December,  1916;  but  it  may  be  claimed  for  the  whole 


^  See  page   13. 
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of  (say)  a  twelve-months'  period  ended  1st  January,  ^j  ^^8'" 
1917.     It  is,  of  course,  necessary  to  draw  a  line  ^™|^X 
somewhere,  and  the  apparent  inequality  is  due  to  — («>«'^) 
the  stretching  of  a  concession  beyond  its  logical 
limits.     The  relief  is  a  set-off  to  the  increase  of  duty 
to  80  %,  and  covers  rather  a  wider  period  than  that 
increase.     (See  Rule  4.) 


(2)  The  first  condition  is  that  the  profits  of  the 
period  concerned  shall  be  less  than  £2,000  after 
adjustments  on  account  of  variations  in  capital. 
(Rules  96  and  97.)    Thus— 

£ 
Profits  of  the  Period  concerned  .        1,500 

Pre-war  Standard  of  Profits       .         .  300 


Excess 1,200 

Normal  allowance  .         .  £200 

Special  allowance — 

i  X  (£2,000  -  1,500)  -  100 

300 


Taxable  excess  ....         £900 


(3)  Where  the  Pre-war  Standard  of  Profits  does 
not  exceed  £500,  the  relief  is  computed  as  shown 
above.  Where  it  exceeds  £500  the  rehef  computed 
as  shown  above  is  reduced  by  the  amount  by  which 
the  standard  exceeds  £5(X). 
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2.  Margin        ThuS / 

of  £200  ^""^                                                                                                                  * 

SliT  Profits  ol  the  Period  concerned  .        1,500 

^contd.)  Pre-war  Standard  of  Profits       .  .          550 


Excess 950 

Normal  allowance  .         .  ;f200 

Special  allowance — 

ix(;e2,000-£l,500),j 

less     (;e550  -  £500)     S 

250 


50 


Taxable  excess      .         .        £700 


Of  course,  where  the  profits  are  considerably 
lower  than  £2,000  the  allowance  is  large,  and  the 
standard  can  be  considerably  larger  than  £500  and 
yet  permit  of  this  relief  being  claimed.     Thus-r- 

£ 

Profits  of  the  Period  concerned  .         .  950 

Pre-war  Standard  of  Profits      .         .  700 


Excess 250 

Normal  allowance  .         .  £200 

Special  allowance — 
ix  (£2,000 -£950),) 


less     (£700  -  £500)  S  ^^ 


210 


Taxable  excess      .         .  £40 


THE   BASIS   OF   LIABILITY  9 

(3)  But  for  express  provision,  a  curious  allowance  J^  ^^«'n 
would  be  made  where  a  loss  was  incurred.     In  the  [^c"?S! 
case  where  the  loss  was  £1,000,  for  instance,  the  ~~<"^''^) 
increased    allowance    would    be    ;f600     (i.e.,     yth 
of  ;f3,000,  the  difference  between  £2,000  profit  and 
£1,000  loss).     In  case  of  a  loss  of  £20,000,  the  increase 
would  be  £4,400.     In  addition  to  the  amount  of  the 
loss    this    allowance    would    swell    the    deficiency 
allowed  for  under  Rule  5. 

It  is  provided,  therefore,  that  for  the  purpose  of 
computing  the  additional  allowance  to  be  made 
under  Rule  2,  any  loss  shall  be  regarded  merely  as 
zero.  The  effect  of  this  will  be  seen  by  comparing 
the  following  examples — 

(a)  Pre-war  Standard,  £400.  Result  of  tradmg 
in  period  concerned,  Nil.     (No  profit  and  no  loss.) 

Profit Nil 

Pre-war  Standard     ....  400 


Deficiency        .         .         .         .         .  400 

Normal  Allowance    ....  200 

o      .  ,   *»  (2,000  -  Nil) 

Special  Allowance  -^-^ 400 

*  3  

Deficiency  to  be  allowed  for  under  Rule  5  £1,000 


(b)  Pre-war  Standard,  £400.    Result  of  trading  in 
period  concerned  :  Loss  £8,000. 
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8.  Margin 
of  £200 
sometimes 
increased. 
—{contd.) 


Loss 

Pre-war  Standard 

Deficiency 
Normal  Allowance 

Special  Allowance 


(2,000  -  Nil) 


£ 

8,000 
400 

8,400 
200 

400 


Deficiency  to  be  allowed  for  under     £9,000 
Rule  5.  — - 

The  point  is  that  the  special  allowance  is  at  its 
maximum  where  profits  are  simply  Nil,  no  increase 
beyond  that  maximum  being  permitted  by  reason 
of  the  profits  being  more  than  £2,000  short  of  £2,000 
(i.e.,  being  a  loss). 


S.  Margin 

and 

standard 

reduced  for 

short 

periods. 


3.  If  the  period  concerned  is  less  than  a  year  the  margin 
or  allowance,  whether  it  is  £200,  or  £200  plus  an  increase 
under  Rule  2,  is  proportionately  reduced.  In  such 
a  case,  also,  the  "  pre-war  standard  of  profits  ' '  is 
reduced  in  the  same  proportion. 

Where  any  accounting  period  is  a  period  of  less  than 
a  year,  this  section^  shall  have  effect  as  if  there  were  sub- 
stituted for  two  hundred  pounds  a  proportionately  reduced 
amount.     (Finance  (No.  2)  Act,  1915,  s.  38  (2).) 

Where  the  accounting  period  for  which  the  Excess  Profits 
Duty  is  to  be  assessed  is  less  than  a  year,  the  amount  of 
(he  pre-war  standard  of  profits  shall  be  proportionately 

»  Page  13. 
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reduced.     (Finance  (No.  2)  Act,  1915,  Fourth  Schedule,  s.  Margin 


Part  II,  2.) 
Thus— . 

Profits  of  the  six  months  concerned     . 

£ 
800 

Standard 
reduced  for 
short 
periods. 
—{contd.) 

Pre-war  Standard  of  Profits, 

;£1,300; 

J  ^~     •         •         •         • 

•         • 

650 

i  year's  Excess    . 

•         • 

150 

„       Allowance 

•         • 

100 

Net  Excess 

•         • 

50 

Tax  (at  50%,  say) 

. 

25 

Also,  taking  the  figures  of  the  example  given 
under  Rule  1,  but  assuming  the  profit  of  £11,000 
to  refer  to  a  period  of  10  months — 

£ 

Profits  of  the /^«  wow/As  concerned     .      11,000 
Pre-war  Standard  of  Profits,  £6,000  ; 

i^ths  = 5,000 


Excess        ....        6,000 
Allowance  (!?  x  £200)  .  167 


Net  Excess  .         .         .       5,833 

Tax   (at  50%,  say)       .         .      £2,916 


We  give  an  example  of  a  case  in  which  an  addi- 
tional allowance  has  been  given  under  Rule  2  in 
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and^*'*'"  respect   of   a   period   ended   after   31st   December, 

standard  i  Q  l  ft 

reduced  for  A«^AO 

short 

periods. 


£ 

Profit  of  six  months  ended  1/1/17 

625 

Pre-war  Standard  of  Profits       .  £400 

i  = 

200 

6  months'  Excess 

425 

Normal   Allowance,  —  ^    of 

£200  =     .         .         .         .  £100 

Allowance  under  Rule  2 

=  t'«^'r-f625,=     .      ,5 

175 

Taxable  excess 

£250 

This  adjustment    of    the  Special    allowance    is 
required  under  the  subsection  set  out  after  Rule  2. 


4.  Rates 

of  Duty. 


4.  The  proportion  of  the  excess  (less  allowance)  payable 
as  duty  is  50  per  cent.,  60  per  cent,  or  80  per  cent., 
according  to  the  period  concerned,  viz.- 


Businesses  set  up 
on  or  before  4th 
August,  1914. 


50  per  cent,  for  the  first  twelve  months 
from  the  first  day  of  the  first  ac- 
counting period  {see  Rule  18);   then 

60  per  cent,  of  any  excess  arising  to 
31st  December,  191 6  ;    then 

,80  per  cent. 


Businesses  set 
up  after  4th 
August,  1914. 
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50  per  cent,  for  the  whole  of   any  4.  Rates 

^       *^  ^     ofDutv. 

accounting    period    ended    on    or  —{cont'd.) 
before  4th  August,  1915  ; 
60  per  cent,   for  the  whole  of  any 
subsequent  accounting  period,  pro- 
vided that 
80  per  cent,    is  charged    in   respect 
of  any    excess    arising    after    31st 
December,  191 6. 
Where  an  account  covers  part  of  a  50  per  cent,  period 
and  part  of  a  60  per  cent,  period,  or  part  of  a  60  per  cent, 
period  and  part  of  an  80  per  cent,  period,  the  excesses 
or  deficiencies  are  to  be  apportioned  according  to  the 
respective  lengths  of  time. 

50  %  Legislation — 1915 
There  shall  be  charged,  levied,  and  paid  on  the  amount 
by  which  the  profits  arising  from  any  trade  or  business  to 
which  this  Part^  of  this  Act  applies,  in  any  accounting 
period  which  ended  after  the  fourth  day  of  A  ugust,  nineteen 
hundred  and  fourteen,  and  before  the  first  day  of  July, 
nineteen  hundred  and  fifteen,  exceeded,  by  more  than 
two  hundred  pounds  the  pre-war  standard  of  profits  as 
defined  for  the  purposes  of  this  Part^  of  this  Act,  a  duty 
(in  this  Act  referred  to  as  "  Excess  Profits  Duty  ")  of  an 
amount  equal  to  fifty  per  cent,  of  that  excess.  (Finance 
(No.  2)  Act,  1915,  s.  38  (1).) 

60%  Legislation— 1916 
The  Finance  (No.  2)  Act,  1915  (in  this  part  of  this 
Act  referred  to  as  the  principal  Act),  shall,  so  far  as  it 
relates  to  excess  profits  duty,  apply,  unless  Parliament 
otherwise  determines,  to  any  accounting  period  ending  on 
or  after  the  first  day  of  July,  nineteen  hundred  and  fifteen, 
*  i.e.,  the  Part  relating  to  the  Excess  Frofits  Duty. 
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^  Rates        and  before  the  first  day  of  August,  nineteen  hundred  and 

—(contd.)       seventeen,  as  it  applies  to  accounting  periods  ended  after 

the  fourth  day  of  August,  nineteen  hundred  and  fourteen, 

and  before  the  said  first  day  of  July.     (Finance  Act,  1916,- 

s.  45(1).) 

Section  thirty-eight  of  the  principal  Act  shall,  as 
respects  excess  profits  arising  in  any  accounting  period 
beginning  after  the  expiration  of  a  year  from  the  com- 
mencement of  the  first  accounting  period,  have  effect  as  if 
sixty  per  cent,  of  the  excess  were  substituted  as  the  rate  oi 
duty  for  fifty  per  cent,  of  the  excess. 

Where  part  of  an  accounting  period  is  after  and  pari 
before  the  date  of  the  expiration  of  a  year  from  the  com- 
mencement of  the  first  accounting  period,  the  total  excess 
profits  and  any  deficiencies  or  losses  arising  in  the  account- 
ing period  shall  be  apportioned  between  the  time  up  to  and 
including,  and  the  time  after,  that  date  in  proportion  to  the 
length  of  those  times  respectively,  and  the  rate  attributable 
to  the  time  after  and  the  time  before  and  including  that  date 
shall  respectively  be  sixty  and  fifty  per  cent,  of  the  excess. 
In  the  case  of  trades  or  businesses  commencing  after 
the  fourth  day  of  August,  nineteen  hundred  and  fourteen, 
the  rate  of  duty  shall  be  sixty  per  cent,  of  the  excess  in 
respect  of  any  accounting  period  ending  after  the  fourth  day 
of  August,  nineteen  hundred  and  fifteen,     (s.  45  (2).) 

Any  additional  duty  payable  by  virtue  of  this  Section 
in  respect  of  a  past  accounting  period  may  be  assessed  and 
recovered  notwithstanding  that  duty  has  already  been 
assessed  in  respect  of  that  period.  (Finance  Act,  1916, 
s.  45  (2).) 

80  %  Legislation— 1917  and  1918 

The  Finance  (No.  2)  Act,  1915  (in  this  Part  of  this  Act 
referred  to  as  the  principal  Act),  shall,  so  far  as  if  relates 
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to  excess  'profits  duty,  apply,  unless  Parliament  otherwise  *•  Rates 
determines,  to  any  accounting  period  ending  on  or  after  —ioomd.) 
the  first  day  of  August  nineteen  hundred  and  seventeen, 
and  before  the  first  day  of  August  nineteen  hundred  and 
eighteen,  as  it  applies  to  accounting  periods  ended  after 
the  fourth  day  of  August  nineteen  hundred  and  fourteen 
and  before  the  first  day  of  August  nineteen  hundred  and 
seventeen.     (Finance  Act,  1917,  s.  20  (1).) 

Section  thirty -eight  of  the  principal  Act  shall,  as  respects 
excess  profits  arising  in  any  accounting  period  commencing 
on  or  after  the  first  day  of  January  nineteen  hundred  and 
seventeen,  have  effect  as  if  eighty  per  cent,  of  the  excess  were 
substituted  as  the  rate  of  duty  for  sixty  per  cent,  of  the 
excess,  or,  in  the  case  of  an  accounting  period  which  com- 
menced before  that  date  but  ends  after  that  date,  as  if  eighty 
per  cent,  were  substituted  for  sixty  per  cent,  as  respects 
so  much  of  the  excess  as  may  be  apportioned  under  this 
Act  to  the  part  commencing  on  that  date. 

Any  additional  duty  payable  by  virtue  of  this  section  in 
respect  of  a  past  accounting  period  may  be  assessed  and 
recovered  notwithstanding  that  duty  has  already  been 
assessed  in  respect  of  that  period.  (Finance  Act,  1917, 
s.  20  (2).) 

Where  part  of  an  accounting  period  or  of  an  accounting 
year,  or  of  any  period  in  respect  of  part  of  which  munitions 
Exchequer  payments  are  chargeable,  is  after,  and  part 
before,  the  beginning  of  the  first  day  of  January  nineteen 
hundred  and  seventeen,  the  total  excess  profits  and  any 
deficiencies  or  losses  arising  in  any  such  accounting  period, 
and  the  total  excess  rent  for  any  such  accounting  year, 
and  the  total  profits  in  respect  of  part  of  which  munitions 
Exchequer  payments  are  chargeable,  sliall  be  apportioned 
between  the  time  up  to,  and  the  time  after,  that  date  in 
proportion  to  the  number  of  months  or  fractions  of  months 
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4.  Rates       hcfore  and  after  that  date  respectively.      (Finance  Act, 
^2^".)       1917,  s.  27.) 

The  Finance  (No.  2)  Act,  1915  (in  this  Part  of  this  Act 
referred  to  as"  the  principal  Act  "),as  amended  or  extended 
by  any  subsequent  enactment,  shall,  so  far  as  it  relates  to 
excess  profits  duty,  apply,  unless  Parliament  otherwise 
determines,  to  any  accounting  period  ending  on  or  after 
the  first  day  of  A  ugust,  nineteen  hmidred  and  eighteen,  and 
before  the  first  day  of  August,  nineteen  hundred  and 
nineteen,  as  it  applies  to  accounting  periods  ended  after 
the  fourth  day  of  August,  nineteen  hundred  and  fourteen, 
and  before  the  first  day  of  August,  nineteen  hundred  and 
eighteen.     (Finance  Act,  1918.  s.  34.) 

Businesses  set  up  on  or  before  4th  August,  1914. 

In  this  case  the  50  %  charge  is  to  apply  for  12 
months  from  the  commencement  of  the  first  period 
reviewed.  The  date  of  this  commencement  varies, 
as  shown  in  Rule  16. 

The  60  %  applies  from  the  end  of  that  twelve 
months  to  31st  December,  1916,  after  which  the 
charge  is  80  %. 

If  the  periods  concerned  do  not  happen  to  coincide 
with  the  end  of  the  twelve  months  and  31st  Decem- 
ber, 1916,  the  change  in  rate  must  occur  as  from 
a  date  within  a  period.     Thus — 

1st  period  (year)  ended  30th  June,  1915. 
2nd     „  „  „  „  1916. 

3rd      „  „  „  „  1917. 

The  change  from  50%  to  60%  is  from  30th  June, 
1915,  but  the  change  from  60%  to  80%  is  from  31st 
December,  1916.     The  excess  to  30th  June,  1917, 
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is  divided  into  two  parts  according  to  the  length  Jj^*^*®» 
of  time  before  and  after  31st  December,  1916.  In  -i^o^-) 
this  case  one-half  of  that  excess  will  be  chargeable 
at  60  %  and  one-half  at  80  %.  If  the  period  to 
30th  June,  1915,  had  not  been  for  a  year,  a  similar 
apportionment  would  have  had  to  be  made  on  the 
change  from  50  %  to  60  %. 

It  will  be  observed  that,  as  regards  the  change 
at  31st  December,  1916,  the  Finance  Act,  1917, 
requires  the  apportionment  to  be  by  reference  to 
the  "  number  of  months  or  fractions  of  months 
before  and  after  "  that  date.  This  provision  is  of 
an  unusual  character  in  an  Act  of  Parliament,  its  sole 
object  being  to  simplify  the  arithmetical  operations 
concerned. 

The  following  examples  illustrate — 

(1)  a  charge  at  50%; 

(2)  charges  at  50  %,  60  %,  and  80  %  in  respect 
of  a  concern  whose  accounts  are  made  up  yearly 
to  31st  December. 

(3)  charges  at  50  %,  60  %,  and  80  %  where  the 
profits  have  to  be  apportioned. 

(1)  Profits  of  year  ended  31st  October,  £ 


1914 
Pre-war  Standard  of  Profits 

Excess 
Allowance  . 

Net  excess 

Tax  (at  50%)     . 


12,000 
8,000 

4,000 
200 

3,800 
£1,900 


a— (1567) 
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4.  Rates 
of  Duty. 
—{corUd.) 


(2)  Profits  of  year  ended  31st  December 

1914  .... 
Pre-war  Standard  of  Profits     . 

Excess 

Allowance  . 

Net  excess 

Tax  (at  50%)      . 

Profits  of  year  ended  31st  December 

1915  .... 
Pre-war  Standard  of  Profits     . 

Excess        . 
Allowance  . 

Net  excess 

Tax  (at  60%)      . 


£ 

42,000 
34.000 


8,000 
200 

7,800 
A900 

£ 

63,000 
34,000 

29,000 
200 

28,800 
£17,280 


The  first  accounting  period  commenced  on   1st 
January,  1914.    The  60%  rate  becomes  chargeable, 
therefore,  from  1st  January,  1915. 
Profits  of  year  ended  31st  December, 

1916  at  60  %,  (as  for  1915). 
Profits  of  year  ended  31st  December,  £ 

1917 90,000 


Pre-war  Standard  of  Profits 

Excess 
Allowance    . 

Net  excess    . 
Tax  (at  80  %) 


34,000 

56,000 
200 

55,800 
£44,640 
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(3)  Profits    of    8    months    ended    30th  I  JjR»t^« 

November,  1914  .         .         .  16,000       -i^^-) 

Pre-war  Standard  [annual)  =  ;f  18,000. 

^  X  £18,000  =  .         .         .         .  12,000 


Excess        ....        4,000 
Allowance  (annual)  £200.  ^^  x£200=  133 


Net  excess  .         .         .       3,867 

Tax  (at  50%)      .         .         .     £1,933 

Profits    of    12    months    ended    30th 
November,  1915  ....    £30,000 

The  first  accounting  period  (ended  30th  Novem- 
ber, 1914)  commenced  on  1st  April,  1914.  The 
60%  rate  will,  therefore,  apply  from  1st  April, 
1915.  Of  the  12  months  ended  30th  November, 
1915,  4  months  passed  before  that  date  and  8 
months  after.  The  £30,000  is  divided  into  two 
amounts,  £10,000  and  £20,000.  (TheoreticaUy  only 
the  excess  is  divided,  but  the  effect  is  the  same.) 

Profits    of    4    months    ended    31st  £ 

March,  1915  (i\  x  £30,000)         .  10,000 
Pre-war  Standard  (annual)  =£18,000. 

A-  X  £18,000  =  .         .  6,000 


Excess 
Allowance  (annual)  £200.  Ax £200= 

Net  excess 

Tax  (at  50%)=. 


4,000 
67 

3,933 
1,967 
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4.  Rates  Profits    of    8    inonths    ended    30th  £ 

^S^ii)  A  November,  1915  {-h  X  £30,000)    .  20,000 

Pre-war  Standard  (awwwa/)  =£18,000. 

A  X  £18,000=  .         .         .  12,000 

Excess        ....       8,000 
Allowance  {annual)  £200.  A  X  £200  =         133 

Net  excess  .         .         .       7,867 

Tax  (at  60%)      .         .         .      £4,720 

Profits   of    12   months   ended   30th        £ 
November,  1916.      Excess  charged 
at  60  %. 

Profit    of    12    months    ended    30th 
November,  1917  ....     48,000 

Apportion  £4,000  to  the  1  month  ended  31st 
December,  1916,  and  £44,000  to  the  11  months 
ended  30th  November,  1917. 

Profits    of    1    month    ended    31st  £ 

December,   1916  (apportioned)     .  4,000 
Pre-war  Standard  (annual)  =£18,000. 

-1-  X  £18,000  =  .        .         .  1,500 

Excess        ....       2,500 
Allowance  {annual)  £200.  -h  x  £200  17 

Net  excess  ....       2,483 
Tax  (at  60%)     .         .         .        1,490 
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Profit    of    11    months    ended    30th  £  4.  Rates 

^  of  Duty. 

November,  1917  (apportioned)       .      44,000       -icomd.) 
Pre-war  Standard  (annual)  =£iSfi^. 
W  X  ;ei8,000  =  .         .         .         .      16,500 


Excess        ....      27,500 
Allowance    (annual)    £200.        \\  x 

£200= 183 


Net  excess  ....     27,317 
Tax  (at  80%)     .         .         .      21,853 


Businesses  set  up  after  4th  August,  1914. 

In  this  case  an  apportionment  is  never  required 
as  regards  the  change  from  50  %  to  60  %.  As 
regards  the  change  from  60  %  to  80  %  the  rule  is 
the  same  as  for  businesses  set  up  on  or  before  4th 
August,  1914,  i.e.,  the  profits  are  apportioned  (by 
reference  to  the  number  of  months  or  fractions  of 
months  elapsed)  unless  the  period  happens  to  end 
on  31st  December,  1916. 

The  following  example  illustrates  the  position  in 
regard  to  the  change  of  rate  from  50  %  to  60  %. 


Profits  of  year  ended  30th  September,  £ 

1915  .         .         ...      12,000 

(Business  set  up  1st  October,  1914.) 
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4.  Rates 
of  Duty. 
—icontd.) 


In  this  case  60%  will  be  charged  in  respect  of 
the  excess  of  the  whole  year  ended  30th  September, 
1915,  inasmuch  as  the  business  was  set  up  after 
4th  August,  1914,  and  the  accounting  period  ended 
after  4th  August,  1915. 

Had  the  concern  in  question  closed  its  accounts 
at  any  day  prior  to  5th  August,  1915,  the  excess 
shown  would  be  chargeable  at  50%.    Thus — 


Accounting    period    for    6    months    ended    31st 
March,  1915 :  £ 

Profits 


Standard  (annual)  £8,000.    i  = 

Excess 
Allowance  (annual)  £200.     J  =   . 

.      4,000 

.      1,500 
100 

Net  Excess 
Duty  (at  50%)      . 

Also- 
Accounting  period  for  6  months  endec 

30th  September,  1915 : 
Profits       ...... 

Standard  (annual)  £8,000.     i  = 

.      1,400 
700 

1 

£ 

6,500 
4,000 

Excess          .         .         .         , 
Allowance  (annual)  £200.     i  =   . 

2,500 
100 

Net  Excess 

Duty  (at  60%)      . 

2,400 
£1,440 
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The  duty  for  the  two  accounting  periods  is  £2,140, 
as  against  £2,280  if  the  books  had  been  made  up 
yearly  and  not  half-yearly.     Thus — 

Accounting  period  for  12  months  ended 
30th  September,  1915  :  £ 

Profits 12,000 


Standard  . 

Excess 
Allowance 


Net  Excess  . 
Duty  (at  60%) 


8,000 

4,000 
200 

3,800 
£2,280 


4.  Rates 
of  Duty. 
—{conid.) 


5.  In  computing  the  tax  due  in  respect  of  the  excess  5.  Set-ofis 
of  any  accounting  period,  an  allowance  is  to  be  made  in  deficiencies 
respect  of  any  deficiencies  of  previous  accounting  periods,  periods. 
Similarly,  when  a  deficiency  occurs  in  an  accounting 
period  repayment   is  to   be  made  of  a  corresponding 
amount  of  the  duty  paid  in  respect  of  earlier  periods. 

The  amount  allowed  or  repaid  in  respect  of  any  defi- 
ciency is  to  be  computed  at  50  per  cent.,  if  the  period 
in  which  the  deficiency  occurred  was  subject  to  the 
50  per  cent,  rate,  at  60  per  cent,  if  the  said  period  was 
subject  to  the  60  per  cent,  rate,  and  at  80  per  cent,  if  the 
said  period  was  subject  to  the  80  per  cent.  rate. 

Where  a  person  proves  that  in  any  accounting  period 
which  ended  after  the  fourth  day  of  August,  nineteen 
hundred  and  fourteen,  his  profits  have  not  reached  the 
point  which  involves  liability  to  Excess  Profits  Duty,  or 
that  he  has  sustained  a  loss  in  his  trade  or  business,  he 
shall  be  entitled  to  repayment  of  such  amount  paid  by 
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6.  Set-offs  him  as  Excess  Profits  Duty  in  respect  of  any  previous 
defictencies  accounting  period,  or  to  set  off  against  any  Excess  Profits 
periods.  Duty  payable  by  him  in  respect  of  any  succeeding  account- 
ing period,  such  an  amount  as  will  make  the  total  amount  of 
Excess  Profits  Duty  paid  by  him  during  the  whole  period 
accord  with  his  profits  or  losses  during  that  period. 
(Finance  {No,  2)  Act,  1915,  s.  38  (3).) 

In  calculating  any  repayment  or  set  off  under  sub- 
section (3)  of  section  thirty-eight  of  the  principal  Act  any 
amount  to  be  repaid  or  set  off  on  account  of  a  deficiency  or 
loss  arising  in  any  period  in  respect  of  which  duty  would 
be  payable  at  the  rate  of  fifty  per  cent,  of  the  excess,  shall 
be  calculated  by  reference  to  that  rate  of  duty  (Finance 
Act,  1916,  s.  45  (2).) 

In  calculating  any  repayment  or  set  off  under  subsection 
(3)  of  section  thirty-eight  of  the  principal  Act  any  amount 
to  be  repaid  or  set  off  on  account  of  a  deficiency  or  loss 
arising  in  any  accounting  period  commencing  on  or  after 
the  first  day  of  January  nineteen  hundred  and  seventeen, 
or,  in  the  case  of  an  accounting  period  which  has  commenced 
before  that  date  but  ends  after  that  date,  on  account  of  so 
much  of  the  deficiency  or  loss  as  may  be  apportioned  under 
this  Act  to  the  part  commencing  on  that  date,  shall  be 
calculated  by  reference  to  duty  at  the  rate  of  eighty  per  cent. 
(Finance  Act,  1917,  s.  20  (2).) 

Thus — 
\st  Period  (50%)  reviewed — 

£       £       £  £ 

Excess    .  8,000  -  200 =7,800.     Duty  at  50  %  3,900 

2nd  Period  (60  %)  reviewed — 

Excess    .  2,000-200  =  1,800.         „    at  60%  1,080 
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Aggregate —  £ 

Excess      10,000-400=9,600.     Duty      .     .   4,980  for^'"'"' 

•^  deficiencies 

3rd  Period  (60  %)  reviewed —  ^  o^« 

Deficiency  3,000  f  200=3,200.    Repay  at  60%  1,920  ^"^-^ 


Aggregate- 
Excess    .  7,000-600=6,400.     Duty       .     .  3,060 
4th  Period  (80  %)  reviewed — 
Excess        4,000  -  200 =3,800.     Duty  at  80  %  3,040 


Aggregate- 
Excess      11,000-800  =  10,200.   Duty    .       .6,100 

It  will  be  observed  that  the  allowance  of  £200 
is  taken  from  every  excess  and  added  to  every 
deficiency.    (The  wording  of  the  Act  requires  this.) 

Similarly — 
\st  Period  (50%)  reviewed — 

h  h  h  I    Allowance     )       ^  ^ 

Deficiency  1,000+200  =  1,200    j   Zrl»l    (50%  600 

2nd  Period  (60  %)  reviewed — 

Excess    .      600-200=    400      Duty  at  60%     240 


A  ggrcgate — 

Deficiency     400+400=    800  { c^riyTrwJS. }  360 

3rd  Period  (60  %)  reviewed — 

Excess    .   1,600-200  =  1,400      Duty  at  60%    840 


1,200-600-    600  Duty  payable  .  ;f 480 
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S^Set^ffs  Also— 

deficiencies  •     i    te-rv     / 

in  other        \st  Pcnod  (50%)  rcvtcwcd 

periods.  ^         /"' 

—{contd.) 


£      £        £  £ 

Excess      .    800-200  =^600.  Duty  at  50  %  =  300 

2nd  Period  (60  %)  reviewed— 

Deficiency  1,000+200=1,200.  Repay  ...   300 


Repay  £500  at  60%. 
Aggregate— 

Carry  forward  allowance  of  £700  at  60%  . .  £420 
In  this  case  there  is  an  allowance  of  £420  duty  to 

carry    forward.     The    matter    might    continue    as 

follows — 

3rd  Period  (eO%)  reviewed— 

£         £         £  £ 

Excess    .   1,600-200=1,400.     Duty  at  60%     840 
Less  allowance  as  above    420 


Aggregate— 

Allowance  for  deficiency  exhausted.     To  pay  £420. 
Ath  Period  (80  %)  reviewed— 

£       £        £  L 

Excess      2,000-200=1,800.    Duty  at  80%     1,440 
Etc.,  etc. 

The  duty  due  for  the  third  period  would  be  £840, 
but  for  the  rule  now  in  course  of  illustration. 
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In   the   House    of   Commons,    Sir   J.    Harmood-  ».  set-offe 

*  ^  for 

Banner,  M.P.,  inquired  as  to  instructions  stated  to  fnoS'*'* 
have  been  given  to  Surveyors  of  Taxes  with  regard  E!JJ5jJi.) 
to  anomalous  cases  of  Excess  Profits  Duty  liabiUty 
in  spite  of  deficiencies. 

Mr.  Bonar  Law  replied  :  "  It  is  only  in  connec- 
tion with  the  assessment  for  the  final  accounting 
period  that  the  occasion  can  arise  for  considering 
any  special  treatment  of  cases  in  which  variations 
made  from  time  to  time  in  the  rate  of  Excess  Profits 
Duty  lead  to  a  net  charge  of  duty,  although  the 
profits  arising  during  the  whole  lifetime  of  the  tax 
may  not,  when  viewed  in  the  aggregate,  exceed  the 
margin  of  liability.  In  the  interim,  in  cases  which 
for  the  moment  present  similar  features,  the  Com- 
missioners of  Inland  Revenue  are  ready  on  applica- 
tion to  defer  the  collection  of  the  charge." 

6.   Where  the  net  result  of  the  three  last  pre-war  J^^^'j^^ 
trade  years  has  shown  a  loss,  a  deduction  is  allowed  from  p^^T*' 
the  profits  of  the  accounting  period  equal  to  the  amount 
of  the  profits  thereof  which  have  been  applied  in  extinction 
of  that  loss,  provided  that— 

(i)  the  percentage  standard  has  been  adopted  ;   or 
(2)  the   capital    (as   estimated    for   Excess   Profits 

Duty  purposes)  is  a  minus  quantity. 

Where  in  the  case  of  any  trade  or  business — 

(a)  The  percentage  standard  is  adopted  as  the  pre-war 
standard  of  profits  ;  and 

(b)  The  net  result  of  the  trade  or  business  during  the 
three  last  pre-war  trade  years  has  shown  a  loss  ;  and 

(c)  Any  part  of  the  profits  has   been  applied  in 
extinction  of  that  loss  ; 
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6.  Set-off       then  in  estimating'  the  'profits  a  deduction  shall  be  allowed 

for  loss  in  or* 

pre-war         equal  to  the  amount  of  profits  so  applied.     (Finance  {No.  2) 

— {w;»w.)       Act,  1915,  Fourth  Schedule,  Part  I,  7.) 

Paragraph  7  of  Part  I  of  the  Fourth  Schedule  of  the 
principal  Act  (which  allows  deductions  to  be  made  in  respect 
of  profits  applied  in  extinction  of  losses)  shall  apply  to  a 
case  where  the  capital  account  of  any  trade  or  business 
shows  a  debit  balance  as  it  applies  to  a  case  where  the 
percentage  standard  is  adopted  as  the  pre-war  standard 
of  profits.     (Finance  Act,  1916,  s.  50.) 

(See  Rule  24  as  regards  the  adoption  of  the 
Percentage  Standard,  and  Chapter  XIV  as  regards 
the  estimation  of  capital.) 

The  application  of  profits  in  extinction  of  the  loss 
appears  to  be  a  question  of  fact.  If  the  loss  had 
been  set  against  previous  profits,  but  a  part  of  the 
profits  had  been  withheld  from  distribution  in  order 
to  remove  the  strain  on  the  company's  finances 
caused  by  previous  losses,  this  would  seem  to  satisfy 
the  words  of  the  section.  In  the  case  of  a  private 
trader,  the  withdrawal  from  the  business  of  the  1914 
profits  would  not  necessarily  determine  the  matter. 
He  might  have  made  private  arrangements  to  meet 
the  losses  in  1911  and  1912,  and  might  withdraw 
the  1914  profits  to  make  good  those  arrangements. 
Such  profits  have  nevertheless  been  applied  in 
extinction  of  the  loss. 

This  rule  cannot  apply  to  the  case  of  a  new 
proprietor  whose  predecessor  made  a  loss. 

(See  Rule  18  as  to  the  meaning  of  "  the  three 
last  pre-war  trade  years.") 


—(COHtd.) 
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Percentage  Standard  adopted. — The  capital  of  a  J;^^*^^ 
company  may  be  taken  as  £100,000,  in  which  case  ^IX^" 
the  percentage  standard  would  ordinarily  be  £6,000. 
Trading  may  be  assumed  to  have  resulted  as  follows: 

Year  to  31st  December,  1911  :  Loss   4,000  |  Loss 

1912:      „       1,000       £ 
1913:  Profit  4,000)1,000 
1914:       „     8,000 

Under  Rule  19,  the  profits  standard  might  no  doubt 
have  been  adopted  as  the  average  profits  of  the 
best  four  out  of  the  six  years  (1908  to  1913  inclusive). 
But  the  company  has  chosen  otherwise.  If,  there- 
fore, £1,000  of  the  £8,000  was  "  applied  in  extinc- 
tion "  of  the  loss  of  £1,000,  the  computation  of 
the  Excess  Profits  Duty  for  the  year  ended  31st 
December,  1914,  would  be — 

Profit  of  Accounting  Period        .         .      £8,000 
less  applied  in  extinction  of  loss       .        1,000 

7,000 
less  Percentage  Standard        .         .        6,000 

Excess        .         .        1,000 
Allowance  .         .  200 


2)800 


Duty  (at  50%).       £    400 
Capital    a    minus    quantity. — When    the    assets 


30 


EXCESS   PROFITS   DUTY 


8.  Set-off 
for  loss  in 
pre-war  .j| 
years. 

—{contd.) 


deemed  to  be  employed  in  the  business  (Chapter 
XIV)  are  less  in  value  than  the  debts  and  other 
allowable  deductions  therefrom,  the  capital  is 
assumed  to  be  a  minus  quantity.  In  such  a  case 
trading  may  have  resulted  as  follows — 

Year  to  31st  December,  1911 

1912 
1913 
1914 

(These  are  the  figures  assumed  in  the  preceding 
example.) 

The  Percentage  Standard  would  be  nil 


Loss  £4,000 

„     1,000 
Profit  4,000    1,000 

„     8,000 


Loss 

£ 


Profits 


/£4,000  -  1,000  Y 


Profits  of  year  ended  31st  Dec,  1914 
less  applied  in  extinction  of  loss 


£1,500 


£8,000 
1.000 


Standard    . 

Excess 
Allowance  . 

7,000 
1,500 

.       5,500 
200 

Net  excess 
Duty  (at  50%)    . 

.       5,300 
.     £2,650 

The  following  example  shows  the  carrying  forward 
of  the  loss — 


Year  to  31st  December,  1911 

1912 
1913 
1914 


Loss  £6,000 
„     1,000 

Profit  4,000  J 
„     2,000 


Loss 

£ 

3,000 
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The  Profits  Standard  is—  tsetoA 

for  loss  in 
pre-war 
years. 
—icontd.) 


/£_4.000-1.000\      ^^g^ 

Profit  of  year  ended  31st  Dec,  1914     ;£2,000 
less  applied  in  extinction  of  loss       .       2,000 


Profit  remaining 
Allowance  . 
Standard    . 


Nil 

200 
1,500 

1,700 


Deficiency  to  carry  forward  (Rule  5) 

If  there  is  a  negative  amount  of  capital  at  1st 
January,  1915,  the  remaining  ;f  1,000  *'  loss  '*  is 
available  as  a  deduction  from  1915  profits. 

The  above  example  appears  to  carry  out  the 
directions  of  the  Acts. 

7.  Where  a  person  carries  on  two  businesses  he  is  J^^^^'^^ 
allowed  to  set  a  deficiency  in  one  against  an  excess  in  ^o^thw" 
the  other,  if  the  deficiency  and  excess  occur  concurrently,  concerns. 

There  is  no  direct  Excess  Profits  Duty  law 
sanctioning  this  rule,  which  is  based  on  Section  101 
of  the  Income  Tax  Act,  1842.  This  section  reads 
as  follows — 

"  Provided  always,  that  nothing  herein  con- 
tained shall  be  construed  to  restrain  any  person 
carrying  on,  either  solely  or  in  partnership,  two 
or  more  distinct  trades,  manufactures,  adven- 
tures or  concenis  in  the  nature  of  trade,  the 
profits  whereof  are  made  chargeable  under  the 
rules  of  Schedule  (D)  from  deducting  or  setting 
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7.  Set-off 

for 

deficiencies 

in  other 

concerns. 

—(contd.) 


against  the  profits  acquired  in  one  or  more  of 
the  said  concerns  over  and  above  the  profits 
thereof,  in  such  manner  as  may  be  done  under 
this  Act  where  a  loss  shall  be  deducted  from  the 
profits  of  the  same  concern." 


In  the  discussion  on  the  Finance  (No.  2)  Act, 
1915,  Sir  J.  D.  Rees,  M.P.,  asked  whether  "an 
individual  manufacturer  or  trader  can  deduct  from 
any  excess  profit  made  by  him  in  the  year  a  loss 
sustained  by  him  in  the  same  period  in  respect  of 
another  business  in  which  he  is  engaged."  He 
received  no  reply  at  the  time. 

Later  (on  7th  December,  1915),  the  subject  arose 
in  connection  with  the  liability  of  Local  Authorities 
(Rule  87)  in  respect  of  their  various  commercial 
undertakings.  Mr.  Montagu  (Financial  Secretary 
to  the  Treasury)  stated  that  Section  101  would 
apply  to  Local  Authorities  and  to  all  '*  persons." 
He  said  :  All  that  the  Local  Authorities  want  is 
that  when  the  undertakings  have  been  treated 
separately  and  assessed  separately,  the  profits  on 
one  undertaking  should  be  set  off  against  the  loss 
in  another.  .  .  .  That  is  the  principle  of  the 
Income  Tax  law,  and  under  the  Bill  as  it  stands 
the  Income  Tax  Commissioners  are  empowered  to 
apply  by  regulation  the  principle  of  the  Income 
Tax  law  to  this  tax.  The  Income  Tax  law  to 
which  I  refer  is,  I  think.  Section  101  of  the  Act  of 
1842.  Under  the  ordinary  practice,  when  people 
— both    local    authorities    and    other — have    joint 
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undertakings  of  this  kind,  they  can  set  the  profits  J^^^^'^^ 
on  one  against  the  loss  on  another  ;  and  as  the  ?n oTher^^'* 
principle  of  the  Income  Tax  law  is  to  be  followed  ^"SI") 
in  assessing  the  profits  of  these  undertakings,  that 
is  the  principle  upon  which  the  municipalities  will 
be  taxed.  The  Chancellor  of  the  Exchequer's 
Amendment  on  Schedule  IV  assumes  from  the 
provisions  of  the  Bill  that  the  principles  of  the 
Income  Tax  law  are  to  be  followed,  and  that  you 
will  have  to  compute,  not  the  profits  of  each  under- 
taking, but  the  total  profits  of  the  local  authorities 
upon  any  trades  or  businesses  which  they  carry  on. 
These  words  clearly  indicate  that  it  will  be  the 
total  profits  of  the  local  authorities  with  which  the 
Commissioners  of  Inland  Revenue  will  have  to  deal, 
and  the  Amendment  states  that  from  those  total 
profits  the  sinking  fund  charges  and  so  on  shall  be 
deducted." 

Sir  J.  D.  Rees  commented  that  *'  the  corporations 
will  be  a  little  uneasy  at  simply  being  referred  to 
the  general  statement  that  the  principle  of  the 
Income  Tax  law  shall  apply." 

Mr.  McKenna  (Chancellor  of  the  Exchequer)  said  : 
**  It  is  undesirable  to  re-enact  a  statement  of  law 
which  you  have  set  out  three  lines  before  in  the 
same  Clause  with  which  you  are  dealing.  One  of 
the  principles  of  the  Income  Tax  is  that  the  profits 
on  these  undertakings,  including  the  half  under- 
taking referred  to  by  my  hon.  friend,  are  to  be 
determined  as  one  set  of  profits.  In  order  to  give 
more  confidence,  I  referred  to  the  Amendment  on 

3— (1 567) 
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7.^set-off      the  Schedule  where  we    say    *  in   computing  the 
i^otha'^'    total    profits.'       There    would    be    no     object     in 
— °S!)      computing  the  total  profits  unless  it  were  the  law 
in  accordance  with  Income  Tax  rules." 

The  assessment  of  Local  Authorities  is  dealt  with 
under  Rule  87,  but  the  above  comments  are 
relevant  here. 

It  will  be  observed  that  Section  101  covers — 

(a)  a    man    carrying    on    business    A    as    sole 
proprietor  and  business  B  as  sole  proprietor  ; 

(b)  a    man    carrying    on    business    A    as    sole 
proprietor  and  being  a  partner  in  business  B  ; 

(c)  a  man  being  a  partner  in  business  A  and 
a  partner  in  business  B. 

It  has  no  reference  to  a  shareholder  of  a  company 
as  such. 

owSd'Er^  8.  Where  a  company  holds  all  the  ordinary  capital 
stauaf  o^  *  second  company  which  the  law  allows  it  to  hold,  and 
reSrdS'as  ^^^^  companies  carry  on  the  same  trade  or  business, 
thSwlf.  ^®y  ^^  *®  ^®  treated  as  one  concern,  the  second  company 
being  regarded  as  a  branch  of  the  first. 

Where  any  company,  either  in  its  own  name  or  that  of  a 
nominee,  owns  the  whole  of  the  ordinary  capital  of  any  other 
company  carrying  on  the  same  trade  or  business,  or  so  much 
of  that  capital  as  under  the  general  law  a  single  shareholder 
can  legally  own,  the  provisions  of  Part  I II '^  of  this  Act  as 
to  Excess  Profits  Duty  and  the  pre-war  standard  of  profits 
shall  apply  as  if  that  other  company  were  a  branch  of  the 
first-named  company,  and  the  profits  of  the  two  companies 

1  i.e.,  the  Part  relating  to  Excess  Profits  Duty. 
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shall  not  be  separately  assessed.     (Finance  (No.  2)  Act,  s.  company 
1915,  Fourth  Schedule,  Part  I,  6.)  another^ 

similar 


The    "  general    law "    in    question    undoubtedly  reSelas 
refers  to  the  Companies  Acts,  and  in  particular  to  ^^J^^ 
the  limitation  of  the  number  of  shares  which  a  single 
shareholder  may  hold.     It  will  be  observed  that 
the  holding  of  shares  may  be  through  a  nominee. 

As  to  the  businesses  being  the  same,  it  can  hardly 
be  required  that  each  company  should  have  in  all 
respects  the  precise  attributes  of  the  other.  The 
application  of  these  words  of  the  Act  is  a  matter  for 
the  General  or  Special  Commissioners,  if  appeal 
arises  ;  and  it  is  difficult  to  dogmatize  in  the 
absence  of  concrete  examples.  If  a  shipping 
company  has  acquired  the  shares  of  a  second  shipping 
company,  the  rule  applies.  But  if  a  shipping  com- 
pany holds  all  the  shares  of  a  harbour  company 
(the  harbour  being  open  for  general  use),  the  busi- 
nesses are  not  the  same.  But  if  a  manufacturing 
company  acquires  the  capital  of  a  company  which 
formerly  made  and  supplied  particular  **  parts " 
of  the  machinery  turned  out,  the  business  would 
appear  to  be  the  same.  Similarly,  if  a  "  selling  " 
company  owns  the  shares  of  a  "  manufacturing  " 
company  and  the  selling  is  a  business  by  itself 
(e.g.,  the  sale  of  cameras),  the  rule  is  likely  but  not 
certain  to  be  applied.  In  all  such  cases,  the  facts 
must  be  examined  and,  in  the  absence  of  the  case 
law  which  may  easily  follow,  it  must  suffice  to  have 
indicated  these  rather  obvious  aspects  of  the  subject. 

The    regarding    of    the    second   company   as    a 
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8.  Company 

owned  by 

another 

similar 

company 

regarded  as 

branch 

thereof. 

—(contd.) 


"  branch  "  of  the  first,  raises  a  question  in  deter- 
mining the  "  capital "  of  the  combined  concerns. 
We  may  assume  the  following  to  be  the  Balance 
Sheet  of  the  "  owned  "  company — 

BALANCE  SHEET  at  31st  Dec,  1913 
Dr.  I 


Nominal  Capital, 

;£34,000 
Issued  Capital    .  .    25,000 

Loans  from  "  owning  " 

company         .  .      5,000 

Profits  carried  for- 
ward from  1912  ;^2,000 
Profits,  year  to 

Dec.  1913  5,600 

7,600 


;^37,600 


Property    account    at 

cost 
Stock  in  hand  . 
Debtors     . 
Investments 
Cash  at  Bank  and  in 

hand 


Cr. 

i 

25,000 
4.200 
3,100 
2,000 

3.300 


;^37.600 


It  might  appear  that  the  owning  company  (if  it 
holds  the  whole  £25,000  issued  capital)  has  £30,000 
''capital"  (£25,000  plus  £5,000)  in  use  in  the 
company  whose  Balance  Sheet  this  is.  As  this  is 
a  branch,  however,  the  Balance  Sheet  must  be  scru- 
tinized in  the  same  way  as  that  of  the  owning 
company.  This  is  dealt  with  in  Chapter  XIV  ; 
but  it  may  be  observed  that  the  capital  of  the 
*'  branch "  for  purposes  of  Excess  Profits  Duty 
appears  to  be  £37,600  less  that  portion  of  the  profits 
to  be  paid  away  as  dividend,  and  less  the  £2,000 
investments  (Rule  89).  If  a  portion  of  the  profits 
to  be  paid  away  as  dividend  has  in  fact  been  used 
as  capital  for  certain  months  in  1914,  it  should  be 
regarded  as  capital  for  that  period. 


CHAPTER  II 

What  Persons  and  Glasses  of  Business  are 
Chargeable 

PERSONS  CHARGEABLE — COMPANIES,  ETC. — FIRMS — 
PERSONS  RESIDENT  ABROAD  TRADING  WITH  PER- 
SONS RESIDENT  IN  THE  UNITED  KINGDOM — BUSI- 
NESSES CHARGEABLE — PERSONS  TAKING  COMMIS- 
SIONS— AGENTS — CLASSES  OF  INCOMES  EXCEPTED. 

9.  The  persons  chargeable  to  Excess  Profits  Duty  are —  9.  Persons 

(a)  Those   who   ordinarily   reside   in    the    United  those 

,-.         ,  /.  r  .     .  ordinarily 

Kingdom  (in  respect  of  concerns  owned  or  carried  on  residing  in 
by  them  in  this  country  or  elsewhere)  ;  others. 

(b)  All  other  persons  (in  respect  of  concerns  carried 
on  in  the  United  Kingdom). 

The  trades  and  businesses  to  which  this  Part  ^  of  this  A  ct 
applies  are  all  trades  or  businesses  (whether  continuously 
carried  on  or  not)  of  any  description  carried  on  in  the 
United  Kingdom,  or  owned  or  carried  on  in  any  other 
place  by  persons  ordinarily  resident  in  the  United 
Kingdom.     (Finance  (No.  2)  Act,  1915,  s.  39.) 

No  technical  interpretation  is  required  of  the 
phrase  "  ordinarily  resident "  in  the  United  Kingdom. 
A  person  who  wishes  to  escape  may  obviously  do 
so  by  proving  that  he  is  ordinarily  resident  else- 
where, and  this  will  doubtless  be  the  procedure  in 
common  cases.  There  may  be  cases  in  which  a 
person  may  claim  to  be  ordinarily  resident  nowhere. 

^  i  e.,  the  Part  relating  to  Excess  Profits  Duty. 
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?ha?Sc  ^^^  nationality  or  place  of  domicile  would  probably 
irdbJariiy  ^^  deemed  relevant,  however.  Furthermore,  it 
u^K^and"  would  be  difficult  for  a  person  "  owning  or  carrying 
^Sd.)  on  a  business "  to  have  no  central  location  or 
head-quarters  over  a  course  of  years. 

It  will  be  observed  that  the  admission  of  a  claim 
that  a  person  is  not  ordinarily  resident  here 
would  serve  to  exempt  him  only  as  regards  a 
business  carried  on  out  of  the  United  Kingdom. 

The  place  in  which  a  concern  is  carried  on  is  not 
necessarily  the  place  in  which  its  tradmg  operations 
are  executed.  Thus,  a  man  may  never  leave  the 
United  Kingdom,  and  yet  may  carry  on  (in  this 
country)  the  business  of  gold-mining  in  South 
Africa.  The  "  carrying  on  "  may  consist,  in  this 
case,  of  the  exercise  of  a  general  supervision  of 
mining  operations  actually  directed  by  an  employee. 
It  may  even  consist  in  the  unexpressed  approval 
of  his  employee's  management  as  made  known  to 
him  by  periodical  returns  or  letters.  As  regards 
companies  and  societies,  the  concern  is  always 
carried  on  at  the  seat  of  management  of  the  com- 
pany or  society  in  question.  This  is  not  necessarily 
the  place  of  registration.  It  may  usually  be  taken 
to  be  the  place  at  which  those  who  direct  the 
concern  meet  and  are  to  be  met  with. 

In  the  above  connection  much  Income  Tax  case 
law  is  in  point.  As  regards  individuals,  see  Cooper 
V.  Cadwalader  (1904)  ;  Turnbull  v.  Foster  (1904)  ; 
Ogilvie  V.  Kitton  (1908)  ;  Brown  v.  Burt  (1911). 
As   regards   companies,   there   are   many   cognate 
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decisions,  e.g.,  San  Paulo    Railway  Co.  v.   Carter  •harTaWe- 
(1896)  ;    Kodak  v.  Clark  (1903)  ;    American  Thread  H£V 
Co.,  Ltd.  V.  Joyce  (1913)  ;    Egyptian  Hotels,  Ltd,  'u'SJ" 
V.    Mitchell    (1915).     But    see    below   regarding   a  ^Sd.) 
distinction  between  the  rules  for  Income  Tax  and 
for  Excess  Profits  Duty. 

A  further  aspect  of  this  matter  must  be  borne 
in  mind.  The  example,  cited  above,  of  a  foreign 
mining  business  decided  to  be  carried  on  in  the 
United  Kingdom  because  of  a  general  supervision 
being  exercised  here  will  have  been  noted.  Never- 
theless, other  considerations  apply  in  a  converse 
case.  A  Welsh  coal-mining  concern  supervised 
abroad  is  carried  on  in  the  United  Kingdom  by 
virtue  of  the  local  manager  acting  as  the  owner's 
agent.  A  business  may,  therefore,  be  carried  on  in 
two  places — hence  the  frequency  with  which  the 
profits  of  certain  classes  of  concerns  are  taxed  in 
two  countries.  The  whole  profits  of  the  South 
African  mining  business  would  be  liable  to  review 
for  purposes  of  the  Excess  Profits  Duty.  So,  also, 
would  the  whole  profits  of  the  Welsh  mine. 

The  effect  of  the  words  **  owned  "  in  any  other 
place  by  persons  "ordinarily  resident  in  the  United 
Kingdom  "  is  to  make  a  distinction  between  lia- 
bility to  Income  Tax  and  to  Excess  Profits  Duty. 
If  the  person  referred  to  in  a  preceding  illustration 
could  show  that  he  did  not  **  carry  on "  the 
Colonial  mining  business,  his  Income  Tax  liability 
would  be  calculated  on  the  profits  remitted  to  this 
country.     But    the    Excess   Profits   Duty   will   be 
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9.  Pi^rsons 
chargeable; 
those 
ordinarily 
residing  in 
U.K.  and 
others. 
—(cotUd.) 


chargeable  by  reference  to  the  profits  which  arise, 
whether  they  are  received  here  or  not. 

In  the  debate  on  the  Finance  (No.  2)  Act,  1915, 
on  3rd  November,  1915,  Sir  Archibald  Williamson, 
M.P.,  asked  if  Excess  Profits  Duty  will  be  pay- 
able upon  the  share  of  a  resident  in  this  country 
who  is  a  sleeping  partner  in  a  concern  carried  on 
abroad.  Mr.  McKenna  said  he  did  not  "  propose, 
and  the  words  do  not  in  fact  impose,  a  charge 
upon  a  business  not  carried  on  from  the  United 
Kingdom,  which  is  only  partly  owned  in  the 
United  Kingdom." 

Section  10  (2)  of  the  Finance  Act,  1914,  has, 
by  regulation,  been  made  to  apply  to  Excess  Profits 
Duty.  (See  Appendix,  page  397.)  This  deals 
with  the  trade  or  business  of  a  firm  whose  manage- 
ment and  control  is  situate  abroad,  but  part  of 
whose  trading  operations  takes  place  within  the 
United  Kingdom.  The  liability  of  such  a  firm  is 
not  affected  by  the  fact  that  one  or  more  of  the 
partners  is  resident  in  this  country.  Any  assess- 
ment on  the  firm  may  be  made  in  the  name  of  a 
partner  resident  here,  but  it  must  be  confined 
solely  to  the  trade  profits  arising  in  the  United 
Kingdom. 


10.  Persons 
chargeable: 
bodies, 
trustees,  etc. 


ID.  Bodies  politic,  corporate,  or  collegiate,  and  com- 
panies, fraternities,  fellowships  or  societies  of  persons 
(whether  corporate  or  not  corporate)  are  chargeable. 
The  trustees,  guardians,  tutors,  curators  or  committees 
directing  the  affairs  of  persons  under  age  or  of  insane 
persons  are  also  chargeable. 
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This  rule  is  in  force  bv  virtue  of  Regulations  lo.  Person* 

*'  "  chargeable: 

made  by  the  Commissioners  of  Inland  Revenue  ^^^^^^  ^^^ 
under  the  powers  given  them  by  Section  45  (7)  -<'^««^) 
of  Finance  (No.  2)  Act,  1915.  Regulation  1  pro- 
vides for  the  apphcation  to  the  Excess  Profits  Duty 
of  Sections  40  and  41  of  the  Income  Tax  Act,  1842. 
(These  are  set  out  in  the  Appendix,  pages  390  and 
391.) 

11.  The  business  of  a  firm  is  chargeable  in  one  sum  JJ;/*;^J? 
irrespective  of  any  other  business  carried  on  by   the  firms. 
partners. 

This  also  is  an  Income  Tax  rule  made  appUcable 
by  regulation.  (See  Rule  1 13  and  Appendix,  p.  394.) 
But  see  Rule  7. 

12.  Where  a  foreign  person  residing  abroad  carries  on  ^„^^;|^"f 
business  with  a  person  resident  in  this  country,  and  the  J°^^J^*" 
course  of  business  does  not,  by  reason  of  the  close  con-  ^^jj^^^g  -^ 
nection  between  the  parties,  bring  such  profit  to  the  u.k. 
resident  as  might  ordinarily  be  expected  to  arise,  the 

actual  profits  arising  to  the  non-resident  out  of   that 
business  may  be  estimated  and  assessed. 

This  provision  is  contained  in  the  Finance  (No.  2) 
Act,  1915,  and  is  made  applicable  to  Excess  Profits 
Duty  by  regulation.     (See  Appendix,  page  398.) 

Extensive  powers  are  given  to  the  authorities  in 
this  regard.  Where  it  appears  that  the  profits  of 
the  non-resident  cannot  readily  be  ascertained,  an 
assessment  may  be  made  on  a  percentage  of  the 
turnover.  The  percentage  is  to  be  fixed  for  each 
case  by  the  Board  of  Inland  Revenue,  or  by  the 
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Jhk/eabie;^  General  or  Special  Commissioners  who  determine 
JrldSf with  ^^  appeal  from  an  assessment.  But  the  non- 
residentsin  resident  or  the  resident  may,  within  four  months, 
-icontd.)  require  the  matter  to  be  referred  to  the  final 
decision  of  a  Referee  or  Board  of  Referees  appointed 
by  the  Treasury. 

A  non-resident  is  chargeable  in  respect  of  any 
profits  or  gains  arising  in  the  United  Kingdom 
directly  or  indirectly  through  or  from  any  branch, 
factory,  agency,  receivership,  or  management. 

w.  Bu5i-  13.  Duty  is  chargeable  on  all  trades  or  businesses  of 

nesses  ^  j  o 

chargeable:     any  descfiption,  whether  they  are  continuously  carried 
or  on  or  not. 

businesses. 

(See  Section  39  set  out  under  Rule  9.) 

Under  the  Income  Tax  Acts,  the  sources  of 
profit  reviewed  are  carefully  distinguished  and 
divided  amongst  six  **  cases."  For  purposes  of 
Excess  Profits  Duty,  however,  broad  and  sweeping 
words  have  been  selected.  All  profit  which  can 
arise  from  commercial  transactions  becomes  subject 
to  the  tax,  with  certain  marked  exceptions  (Rule  15). 

The  words  *'  whether  continuously  carried  on  or 
not  "  are  of  great  importance.  Profit  realized  on 
isolated  transactions  may  not  be  chargeable  under 
the  Income  Tax  Acts  (in  which  the  word  *'  annual  " 
occurs  so  frequently),  but  the  solitary  nature  of 
the  transaction  will  not  ensure  exemption  from 
Excess  Profits  Duty.     Without  defining  the  exact 
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limitations  of  liability  to  Income  Tax,  it  can  be  JSJ^sS"^'' 
affirmed  that  Excess  Profits  Duty  is  chargeable  in  aii^SS''' 
such  cases  as  the  following —  businesses. 

— {conid.) 

{a)  Profits     from     negotiations     for     sale     of 
buildings,  horses,  patents,  or  any  other  matters 
transferred  from  a  second  party  to  a  third  ; 
(b)  Profits   from    securing   or  placing   orders. 
There  are,  in  addition,  all  the  more  usual  forms  of 
"  business  "  which  are  open  to  review  in  this  con- 
nection.    The   Act    does   not   distinguish   between 
profits  arising  or  increased  because  of  the  war  and 
profits  arising  or  increased  from  other  causes. 

14.  Persons    taking    commissions,    also    agents,    arc  1*.  busi- 
exprcssly  included  in  the  charge.  chargeable: 

^  ''  "  persons 

taking  com- 

.  .  .  including  the  business  of  any  person  taking  com-  nussions. 
missions  in  respect  of  any  transactions  or  services  rendered, 
and  of  any  agent  of  any  description  {not  being  a  commercial 
traveller,  or  an  agent  whose  remuneration  consists  wholly 
of  a  fixed  and  definite  sum  not  depending  on  the  amount 
of  business  done  or  any  other  contingency).  {Finance 
{No.  2)  Act,  1915,  s.  39.) 

Here  the  taking  of  commission  in  respect  of  any 
transaction    or   services   rendered   is   described   as 
being    incidental    to    a    "  business."        As    before 
indicated,  all  businesses  are  within  the  enactments. 
All  agents  are  included  except — 
(a)  Commercial  travellers  ;    and 
(6)  Agents  paid  only  by  "  fixed  and  definite  " 
sum,  that  sum  being  payable  without  regard  to 
any  future  event  or  result. 
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See  Rule  46.  (See  also  Burt  &  Co.  v.  Inland 
Revenue,    191 8 — Appendix  III  of  this  book.) 

Jons^fr?m         ^5*  ^^®  following  sources  of  income  are  not  subject 

charge.  tO  dUty— 

(a)  Husbandry  in  the  United  Kingdom  ; 

(b)  Offices  or  emplo3mients  ; 

(c)  Professions  whose  profits  are  dependent  mainly 
on  personal  qualifications  and  which  require  little  or 
no  capital. 

{d)  Concerns  which  by  reaison  of  being  unable  to  pay 
debenture-holders  or  creditors  are  being  carried  on  by 
a  liquidator,  receiver,  or  trustee  under  the  Court — 
until  provision  has  been  made  for  the  payment  of 
such  creditors,  etc. 

Excepting : 

(a)  Husbandry  in  the  United  Kingdom  ;  and 

(b)  Offices  or  employments  ;  and 

(c)  Any  profession  the  profits  of  which  are  dependent 
mainly  on  the  personal  qualifications  of  the  person  by 
whom  the  profession  is  carried  on  and  in  which  no 
capital  expenditure  is  required,  or  only  capital 
expenditure  of  a  comparatively  small  amount,     (s.  39.) 

In  the  case  of  any  trade  or  business  which  by  reason 
of  its  being  unable  to  pay  its  debenture-holders  or  creditors 
is  being  carried  on  by  a  liquidator,  receiver,  or  trustee 
under  the  court,  no  excess  profits  duty  shall  be  levied  or 
paid  until  provision  has  been  made  for  payment  of  such 
unpaid  debenture-holders  or  creditors.  (Finance  Act, 
1916,  s.  56.) 

Husbandry  indicates  the  care  of  a  particular 
piece  of  land  and  the  turning  of  its  products  to 
commercial  advantage.     But   it   does  not   include 
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any  considerable  manipulation  of  such  products.  J^^fj^^ 
To  illustrate  by  an  extreme  example,  husbandry  !l^o%<.) 
includes  growing  corn,  but  does  not  include  carrying 
it  by  ship.     The  shipping  is  a  distinct  trade. 

This  distinction  would  seem  to  assist  in  the 
consideration  of  more  doubtful  matters.  Thus,  a 
man  who  keeps  sheep  or  cattle  on  land  which  is 
well  able  to  sustain  them,  and  who  sells  his  yearly 
surplus  to  best  advantage,  is  usually  a  farmer 
engaged  in  husbandry  only.  But  he  might  become 
more  than  a  farmer.  An  out-and-out  cattle  dealer 
is  not  engaged  in  husbandry  only.  Similarly 
a  farmer  can  send  his  milk  to  market  without 
going  outside  his  calling,  but  he  becomes  more 
than  a  farmer  if  he  opens  a  milk-shop  or  if  he  buys 
milk,  for  re-sale,  from  neighbouring  farmers.  These 
considerations  receive  strong  support  from  the 
Income  Tax  Act,  1842  (Sec.  100,  Sched.  D,  Case  III), 
which  provides  for  the  assessment  other  than  as 
farmers  of  cattle  dealers  and  milk  sellers  or  dealers 
whose  lands  **  are  not  sufficient  for  the  keep  and 
sustenance  of  the  cattle  brought  on  them."  There 
is  also  an  Income  Tax  case  (Brown  v.  Watt,  1886, 
23  Sc.  L.R.  403)  which  hangs  on  the  distinction 
between  farming  and  carrying  on  the  business  of 
selling  seeds,  etc. 

In  the  course  of  the  debate  on  the  Finance 
{No,  2)  Act,  1915,  Ministers  stated  that  husbandry 
covers  market  gardening  and  fruit  and  vegetable 
gardening,  whether  carried  on  under  glass  or  in  the 
open.     In  the  case  of  profit  on  the  sale  of  cattle. 
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Jons^from*     -^^*  Montague  stated  that  the  operations  concerned 

^S^.)      would  be  included  in  husbandry  where  they  were 

part  of  tlie  work  of  the  farmer.     If  a  man  were  a 

horse  dealer  or  cattle  dealer  simply,  he  must  be 

regarded  as  carrying  on  a  trade. 

In  Cavan  Central  Co-operative  Agricultural  & 
Dairy  Society,  Ltd.  v.  Inland  Revenue,  191 7,  it  was 
held  that  the  Society's  business  (churning  milk  for 
its  members)  was  not  within  the  husbandry  exception. 
(See  Inland  Revenue  v.  Ransom  &  Son,  Ltd., 
1918,  in  Appendix  III  of  this  book.) 

Offices  or  Employments.  These  words  come  from 
the  Income  Tax  Acts,  and  are  self-explanatory. 
An  office  might  be  described  as  an  employment 
where  there  is  scarcely  an  employer  {e.g.,  a  clergy- 
man's or  a  judge's  office).  It  also  refers  to  the 
position  held  by  an  officer  of  a  company  or  other 
body,  in  which  sense  the  section  exempts  directors, 
secretaries,  etc.,  except  as  company  officers  may  be 
charged  under  Rule  14.     (See  Rule  46,  however.) 

Professions.  This  term  is  usually  taken  to  refer 
to  employments  which  have  entailed  book  study 
and  which  do  not  entail  mechanical  work.  Such 
callings  are  not  employments  within  the  meaning 
of  the  previous  paragraph,  but  they  usually  entail 
employment  by  one  or  (more  usually)  a  number 
of  persons.  There  is  something  in  the  term  which 
excludes  any  use  of  the  knowledge  gained  except 
by  placing  it  at  the  call  of  others.  Thus,  an 
architect  who  erects  houses  at  his  own  cost  has 
become  a  builder  and  is  not  exempted  in  respect 
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of    his    building    profits.     Similarly,    a    consulting  w.  Excep- 
engineer    steps    outside    his    profession    when    he  ^^^^^^^^v 
becomes  a  manufacturer.      Doctors,   lawyers,   ac- 
countants  are  clearly  within  the  exemption.     An 
author   is   exempt,    but    not    a  publisher. 

Certain  Parliamentary  references  to  professions 
are  of  interest.  In  the  debate  on  the  Finance 
(No.  2)  Act,  1915,  on  3rd  November,  1915,  Mr. 
Dickinson,  M.P.,  stated :  "  I  believe  that  any 
court  would  say  that  a  profession  was  an  occupa- 
tion in  which  a  person  publicly  engages  himself." 
To  meet  criticism,  Mr.  Montagu  {Financial  Secretary 
to  the  Treasury)  moved  to  leave  out  from  Section 
39  (c)  the  words  "  any  profession  the  profits  of 
which  are,"  and  to  insert  instead  thereof  **  the 
profession  of  a  barrister,  solicitor,  doctor,  architect, 
accountant,  and  any  other  profession  unconnected 
with  the  purchase  or  sale  of  property  or  com- 
modities of  any  description  and."  This  proposal 
did  not  give  much  satisfaction,  and  was  therefore 
withdrawn.  It  throws  a  certain  light  on  the 
intended  meaning  of  "  profession,"  however. 

In  Commissioners  of  Inland  Revenue  v.  North  & 
Ingram  (Kings  Bench  Division,  1918),  Messrs. 
North  &  Ingram  owned  and  carried  on  a  prepara- 
tory boarding  school.  They  had  purchased  the 
business  in  1906,  paying  ;fl8,000  for  the  freehold 
of  the  premises,  ;fl,497  for  furniture  and  fixtures, 
and  £3,800  for  goodwill.  Each  partner  took  an 
active  part  in  the  school  teaching,  besides  con- 
ducting   the   general   management    of   the   school. 
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uLs^from"  There  were  five  assistant  masters,  two  instructors, 
!l^J^)  and  a  number  of  servants.  The  Special  Commis- 
sioners had  held  that  the  business  of  a  preparatory 
boarding  schoolmaster  was  a  profession,  and  that 
no  distinction  could  be  made  in  the  present  case 
on  the  ground  that  the  respondents  were  the  owners 
of  the  premises.  The  Court  upheld  the  decision  of 
the  Commissioners.  The  business  required  definite 
personal  qualifications  on  the  part  of  the  proprietors. 
In  Commissioners  of  Inland  Revenue  v.  Maxse 
{King's  Bench  Division,  1918),  Mr.  Maxse  was  sole 
proprietor,  editor,  and  publisher  of  the  National 
Review,  the  sale  of  which  he  contended  depended 
almost  altogether  on  his  personal  contributions. 
He  had  owned  the  Review  from  1893,  but  profits 
were  made  only  since  1905.  He  employed  a  manager 
at  a  salary  of  £250,  and  two  clerks.  In  February, 
1914,  Mr.  Maxse  personally  contributed  63  pages 
out  of  176.  In  December,  1914,  his  contri- 
butions increased  to  135  out  of  160  pages.  The 
District  Commissioners  held  that  there  was  no 
liability  to  Excess  Profits  Duty,  as  the  profits  arose 
from  a  profession.  The  Court  reversed  this  decision, 
finding  that  there  was  no  evidence  that  the  concern 
was  a  profession,  the  profits  of  which  were  dependent 
upon  the  personal  qualifications  of  Mr.  Maxse. 
If  Mr.  Maxse  were  unable  to  write  for  the  magazine, 
its  career  might  not  be  a  long  one  ;  but  that  was 
quite  uncertain.  Mr.  Maxse's  income  was  derived 
from  the  sale  of  a  magazine,  but  he  was  not  an 
ordinary  journalist. 


CHAPTER   III 
Periods  and  Accounts  Concerned 

PERIODS  AND  ACCOUNTS  CONCERNED — WHERE 
ACCOUNTS  ARE  NOT  MADE  UP — MEANING  OF  "  LAST 
PRE-WAR   TRADE   YEAR." 

1 6.  The  profits  shown  in  all  accounts  "  made  up  "  (not  "j^rSd!*" 
necessarily  formally)  to  dates  later  than  4th  August, 
19 14,  are  required  to  be  reviewed  for  purposes  of  Excess 
Profits  Duty.    The  period  covered  by  such  an  account  is 
called  an  "  accounting  period.** 

In  any  accounting  period  which  ended  after  the  fourth 
day  of  August,  nineteen  hundred  and  fourteen,  and  before 
the  first  day  of  July,  nineteen  hundred  and  fifteen.  .  .  . 
(Finance  (No.  2)  Act,  1915,  s.  38  (1).) 

Any  accounting  period  ending  on  or  after  the  first  day 
of  July,  nineteen  hundred  and  fifteen,  and  before  the  first 
day  of  August,  nineteen  hundred  and  seventeen.  .  .  . 
(Finance  Act,  1916,  s.  45  (1).) 

Any  accounting  period  ending  on  or  after  the  first  day 
of  August,  nineteen  hundred  and  seventeen,  and  before  the 
first  day  of  August,  nineteen  hundred  and  eighteen.  .  .  . 
(Finance  Act,  1917,  s.  20  (1).) 

The  accounting  period  shall  be  taken  to  be  the  period  for 
which  the  accounts  of  the  trade  or  business  have  been 
made  up.     (Finance  (No.  2)  Act,  1915,  s.  38  (2).) 

It  is  hereby  declared  that,  for  the  purpose  of  subsection  (2) 
of  section  thirty-eight  of  the  principal  Act,  any  period  for 
which  the  books  of  a  trade  or  business  have  been  actually 
made  up  for  any  interim  or  other  purpose  in  such  a  manner 
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hf'^rkld^*'  '^^^  ^^^  profits  for  that  period  can  he  readily  ascertained 
—{contd.)  is  {without  prejudice  to  the  powers  of  the  Commissioners 
of  Inland  Revenue  under  that  provision)  *  to  he  taken  as  an 
accounting  period,  notwithstanding  that  under  the  articles 
of  association  of  the  company  carrying  on  the  trade  or 
husiness  or  under  any  other  regulations  affecting  the  carry- 
ing on  of  the  trade  or  husiness  the  accounts  are  also  required 
to  he  made  up  for  some  other  period,  and  notwithstanding 
that  such  accounts  are  not  issued.  (Finance  Act,  1916, 
s.  51.) 

It  should  be  noted  that  the  first  Act  dealing 
with  this  matter  imposed  the  duty  for  all  accounting 
periods  ended  before  1st  July,  1915,  leaving  the 
subsequent  Acts  to  continue  the  charge.  The  date 
referred  to  was  the  date  from  which  certain  con- 
cerns became  *'  controlled "  by  the  Minister  of 
Munitions,  and  subject  to  the  levies  to  be  made 
under  the  Munitions  of  War  Acts. 

The  Finance  Act  of  1916  extended  the  charge  to 
accounting  periods  ended  before  1st  August,  1918. 
It  also  made  special  provisions  with  regard  to  the 
controlled  concerns  referred  to  above.  The  Munition 
Acts  levies  and  the  Excess  Profits  Duty  charges  on 
these  concerns  are  referred  to  in  Chapters  XVIII 
to  XX. 

The  Finance  Act  of  1917  extended  the  charge  to 
accounting  periods  ending  before  1st  August,  1918. 
As  from  31st  December,  1916,  the  Munitions  Act 
levies  ceased.     See  Chapter  XX. 

The  Finance  Act  of   1918  extended  the  charge 

1  See  Rule  17. 
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to   accounting  periods  ending  before    1st  August    i8.Accojmt. 
1919.  '-H^i.)* 

As  regards  the  increase  of  the  rate  of  charge  from 
50%  to  60%,  enacted  by  the  Finance  Act  of  1916, 
and  from  60  %  to  80  %  enacted  by  the  Finance 
Act  of  1917,  see  Rule  4. 

Pre-war  months  included  in  the  charge. — It  is 
evident  that  the  earliest  accounting  period  of 
practically  every  business  will  include  certain 
pre-war  months.  They  are,  nevertheless,  included 
in  the  '*  during-war  "  period.  The  profits  of  the 
twelve  months  ended  31st  December,  1914,  are 
treated  exactly  the  same  as  those  of  the  six  months 
ended  31st  January,  1915.  (See  Rule  3  as  regards 
the  comparison  of  a  short  accounting  period  with 
a  proportionately  diminished  pre-war  standard.) 

See  the  following  comments  as  regards  the 
inclusion  of  pre-war  periods  of  various  lengths. 

Mr.  Montagu  {Financial  Secretary  to  the  Treasury), 
in  the  discussion  on  the  Finance  (No.  2)  Act  1915, 
on  27th  October,  1915  :  "  When  we  come  to  the 
last  accounting  period,  which  contains  a  peace 
element  and  a  war  element — the  difference  depend- 
ing upon  the  different  dates  on  which  firms  make 
up  their  books  will  equalize  themselves  at  the  end 
of  the  war,  exactly  in  the  same  way  in  which  they 
are  unequal  at  the  commencement  of  the  war." 

Mr.  McKenna  (Chancellor  of  the  Exchequer)  in  the 
discussion  on  the  Finance  Bill  1916  on  26th  June, 
1916  :  "  The  principle  of  the  tax  is  that  both  A 
and  B  shall  be  taxed  for  excess  profits  over  the 
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hfgperSd!*"  same  number  of  years.  The  Excess  Profits  Tax 
-icontd.)  ^Qgg  j^Q^  come  to  an  end  at  a  fixed  date.  It  will 
come  to  an  end,  say,  at  the  end  of  four  accounting 
years.  In  that  case  it  will  come  to  an  end  for 
every  firm  when  every  firm  has  been  taxed  four 
times." 

The  trader  s  accounts. — Excess  Profits  Duty  is  in 
no  way  limited  or  calculated  by  reference  to  the 
fiscal  year.  Subject  to  the  provision  set  out  in 
Rule  17,  a  trader  may  make  up  his  accounts  when 
it  pleases  him,  and  for  whatever  period  he  pleases. 
The  Act  merely  requires  the  review  of  the  profits 
of  that  period,  and  is  content  to  await  the  next 
making  up  of  accounts  before  going  further. 

Accounts  may  have  been  "  made  up  "  for  shorter 
periods  than  those  covered  by  the  accounts  which 
have  been  printed  or  furnished  to  the  Surveyor  of 
Taxes  for  Income  Tax  purposes.  They  may  not  have 
been  '*  made  up  "  within  the  ordinary  meaning  of 
the  term  and  may  yet  provide  the  basis  for  an 
assessment.  The  question  is  whether  the  profits 
"  can  be  readily  ascertained  *'  from  them. 

The  taking  of  stock,  ^  in  some  form  or  another, 
will  frequently  be  a  vital  point  in  this  connection. 
It  may  safely  be  assumed  that  the  actual  "  taking  " 
of  stock,  inventory-wise,  is  not  essential,  inasmuch 
as  the  nature  of  some  businesses  prevents  this 
process  from  being  gone  through  even  when  formal 
accounts  are  to  be  issued.  But  no  general  rule  is 
possible  as  to  the  minimum  amount  of  consideration 
1  See  Chapter  XI  as  regards  Stock  valuation. 
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which  must  have  been  given  to  the  valuation  of  U^^ndd!* 
stock.  If  the  profit  can  be  ascertained  sufficiently  "^"^ 
closely  for  any  vital  purpose  (e.g.,  the  payment  of 
an  interim  dividend,  or  a  manager's  report  to  his 
directors)  it  is  clear  that  the  absence  of  a  detailed 
stock-taking  will  not,  for  Excess  Profits  Duty 
purposes,  rule  out  the  account  in  question. 

The  words  of  the  Act  are  **  can  be  readily  ascer- 
tained," and  not  "  have  been  ascertained."  The 
point  may  be  illustrated  by  reference  to  the  voyage 
accounts  of  a  single-ship  company.    Thus — 


Year  Ended  31st 

£ 
Office  expenses   .      .        180 
Salaries  and  direc- 
tors' fees    ...       700 
Loan  Interest     .      .         40 
Balance    ....    3,467 

December,  191  . 

Gross  profit — 
Voyage  No.  1 
2 
3 
4 
(No,  4  uncompleted; 
profit  estimated 
to  date) 

£ 

1.235 

1,764 

988 

400 

;^4.387 

;^4,387 

There  can  hardly  be  anything  improper  in  appor- 
tioning the  office  expenses,  salaries,  etc.,  and 
interest  over  the  respective  voyages  according  to 
the  duration  of  each.  The  account  would  in  this 
case  present  three  accounting  periods,  voyage 
No.  4  standing  over  imtil  it  is  completed. 

The  Chancellor  of  the  Exchequer  refused,  in  1916, 
to  accept  an  amendment  by  which  any  date  to  which 
the  accounts  "  can  be  "  made  up  (as  well  as  "  have 
been  "  made  up)  should  be  taken  as  closing  an 
accounting  period.  No  concern  may  say,  therefore 
that  accurate  accounts  could  now  be  prepared  by 
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hfgperkS"*'  leaking  up  the  books  to  a  date  to  which  they  were 
—iconid.)  j^Q^  'yjr^  ^^^^  made  up.  In  the  example  just  given  it 
is  clear  that  some  making  up  of  the  books  took  place 
at  interim  dates  (i,e.,  the  balancing  of  the  voyage 
accounts).  Had  the  company  owned  several  ships, 
the  result  of  each  of  whose  voyages  had  been 
separately  computed,  the  result  could  hardly  have 
been  the  same  in  this  connection.  For  when  one 
ship's  voyage  had  ended,  the  voyages  of  others 
would  be  proceeding,  and  the  books  had  not  been 
made  up  at  any  interim  dates  in  such  a  manner 
that  the  company's  aggregate  net  profits  could  be 
readily  ascertained. 


17.  Where 
Commis- 
seoners  fix 
aad  of 
ic:ounting 
period. 


17.  The  closing  day  of  the  accounting  period  may  be 
fixed  by  the  Commissioners  of  Inland  Revenue — 

(a)  Where  accounts  have  not  been   made  up  for 
any  definite  period  ; 

(b)  Where  accounts  have  not  been  made  up  for  the 
period  for  which  they  are  usually  made  up  ; 

(c)  Where  a  year  or  more  has  elapsed    without 
accounts  being  made  up. 

The  accounting  period  ended  on  the  day  so  fixed  by  the 
Commissioners  of  Inland  Revenue  may  not  be  shorter 
than  6  months  or  more  than  a  year. 

Where  the  accounts  of  any  trade  or  business  have  not 
been  made  up  for  any  definite  period,  or  for  the  period  for 
which  they  have  been  usually  made  up,  or  a  year  or  more 
has  elapsed  without  accounts  being  made  up  (the  account- 
ing period)  shall  be  taken  to  be  such  period  not  being  less 
than  six  months  or  more  than  a  year  ending  on  such  a  date 
as  the  Commissioners  of  Inland  Revenue  may  determine. 
(Finance  (No.  2)  Act,  1915,  s.  38  (2).) 
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Where  accounts  have  not  been  made  up  for  any  ^^^J^ 
definite  period. — An   account   might   easily  consist  Ind  of  / 
of   a   series   of   separate   statements   showing   the  SrSd.""^ 
result  of  a  series  of  isolated  transactions.     Thus, 
taking  an  obvious  case —  £ 

1st  June.     Bought  picture  .     .     .       140 
3rd     „        Sold  „       .     .     .       170 

30 
Expenses   ....         14 

Profit £16 


A  series  of  entries  such  as  these  might  never  be 
brought  together  for  comprehensive  review.  For 
Income  Tax  purposes,  the  period  reviewed  would 
end  on  5th  April.  For  purposes  of  the  tax  under 
consideration,  the  Commissioners  of  Inland  Revenue 
may  fix  the  date  on  which  the  accounting  period 
must  end. 

Where  accounts  have  not  been  made  up  for  the 
usual  period. — A  certain  amount  of  evasion  would 
often  be  possible  without  this  provision.  The 
profits  of  many  trades  are  seasonal,  and  in  the  past 
the  trader  is  fairly  certain  to  have  closed  his  accounts 
at  a  suitable  date.  For  purposes  of  Excess  Profits 
Duty,  he  may  not  unfairly  change  that  date. 

Where  a  year  or  more  has  elapsed  without  accounts 
being  made  up. — The  context  suggests  that  '*  made 
up  "  does  not  refer  to  the  pen-and-ink  operation 
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g.^ere  of  drawing  out  a  statement  of  trading.  Thus,  a 
Ind^'Jf^^  firm  could  not  say:  "Our  account  to  December, 
accomiting  1913^  ^^s  actuallv  prepared  in  July,  1915.  We 
-iconid.)  cannot  be  interfered  with  until  July,  1916."  The 
last   account  was  rather  made  up  at    December, 

1913,  and  the  provision  in  question  would 
operate. 

If  an  account  covers  a  period  of  longer  than  a 
year,  the  Commissioners  of  Inland  Revenue  are 
clearly  entitled  to  require  the  division  of  that  period. 
But  it  does  not  follow  that  the  whole  of  such  period 
will  be  reviewed  for  Excess  Profits  Duty  purposes. 
Thus,  if  the  accounts  of  a  concern  have  been  closed 
as  follows — 

(a)  1st  June,  1911,  to  November  30th,  1912  ; 

(b)  1st  December,  1912,  to  31st  October,  1914 ; 
a  portion  of  (b)  must  be  reviewed  and  the  Commis- 
sioners of  Inland  Revenue  may  take  any  date 
between  4th  August,  1914,  and  31st  October,  1914, 
as  the  last  day  of  an  accounting  period  on  the 
excess  profits  of  which  duty  shall  be  charged.  Let 
it  be  assumed  that  the  day  fixed  is  30th  September, 

1914.  When  will  the  accounting  period  commence  ? 
This  is  a  matter  for  agreement  between  the  assessing 
authority  and  the  taxpayer.  In  the  absence  of 
agreement  the  matter  appears  to  be  one  for  deter- 
mination by  the  assessing  authority,  as  only  the 
amount  of  an  assessment  can  form  the  subject  of  an 
appeal.  (Rule  114.)  It  is  possible,  however,  that 
in  particular  cases  the  General  or  Special  Commis- 
sioners might  consider  that  as  the  length  of  the 
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period   affected   the   amount   it   was   within   their  17.  where 

Commis- 

province   to   amend   the   same.      In   any   case     a  -j^^*"^'^ 
period   ending   30th   September,    1914,    must   not  pg^^^*""^ 
commence  before   1st  October,   1913,  or  after  1st  — (<^'^^<') 
April,  1914.     The  second  accounting  period  would 
run  from   1st  to  31st   October,    1914.     The  three 
pre-war  years,  on  the  profits  of  which  the  pre-war 
standard  may  be  based,  will  be  deemed  to  have 
ended  on  the  day  before  that  on  which  the  first 
accounting  period  commenced.    (See  Rule  18.) 

Where  accounts  have  been  closed  as  suggested  in 
the  example  given  above,  it  will  be  a  difficult 
matter  for  the  profits  of  artificial  accounting  periods 
and  pre-war  trade  years  to  be  determined.  This 
must  be  done,  however,  and  any  disagreement  will 
be  settled  by  way  of  appeal. 

18.  For  purposes  of  comparing  "  during-war  profits  '*  I8.  Last 
with  "pre-war  profits,"  the  last  pre-war  trade   year  trade  year. 
must  be  taken  to  have  ended  when  the  first  "  accounting 
period  "  began. 

"  The  last  pre-war  trade  year  "  means  the  year  ending 
at  the  end  of  the  last  accounting  period  before  the  fifth  day 
of  August,  nineteen  hundred  and  fourteen,  and  "  the  last 
three  pre-war  trade  years  "  means  the  three  years  ending 
at  the  three  corresponding  times.  (Finance  (No.  2)  Act, 
1915,  s.  40  (2).) 

The  precise  method  of  computing  pre-war  profits, 
for  purposes  of  comparison,  is  explained  in 
Chapter  IV.  The  above  provision  secures  that  the 
pre-war  months  included  in  the  first   accounting 
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^e-wfr^       period  shall  not  be  included  also  in  the  pre-war 
^-HcoJi.T"    years ;    also  that  there  shall  be  no  gap  between 
the  periods. 

When  the  pre-war  trade  years  do  not  synchronize 
with  the  periods  covered  by  the  trader's  accounts, 
the  profits  of  the  pre-war  trade  years  must  be 
determined  as  well  as  may  be  (usually  by  apportion- 
ment according  to  time).  Appeal  may  be  made 
to  the  General  or  Special  Commissioners  on  this 
point. 


CHAPTER  IV 
Pre-War  Standard  of  Profits 

PRE-WAR  STANDARD  OF  PROFITS  MAY  BE  PROFITS 
STANDARD  OR  PERCENTAGE  STANDARD — HOW  THE 
PROFITS  STANDARD  IS  CALCULATED — YEARS  OF 
ABNORMAL  DEPRESSION — CONCERNS  INCLUDING 
SEPARATE  INDUSTRIES  WITH  PRE-WAR  LOSSES — 
HOW  THE  PERCENTAGE  STANDARD  IS  CALCULATED 
— WHEN  IT  APPLIES — THE  NORMAL  STATUTORY 
PERCENTAGES — SPECIAL  PERCENTAGES — WHERE 
THE  CAPITAL  AT  STAKE  IS  LARGER  THAN  THE 
CAPITAL  EMPLOYED — MUNITION  WORKS. 

10.  The   pre-war   standard   of  profits  may  be  arrived  19.  Pre-war 

standard. 

at  in  either  of  two  ways.  The  first  method  results  in  a 
profits  standard  (Rule  20)  and  the  second  in  a  percentage 
standard  (Rule  24).  The  taxpayer  aims  at  a  high  standard. 

The  necessary  notes  are  attached  to  Rules  20 
to  23  (profits  standard)  and  Rules  24  to  29 
(percentage  standard). 

20.  In  order  to  arrive  at  the  profits  standard  the  ao.  Prt.fits 

*^  standard: 

taxpayer  selects  two  out  of  the  last  three  pre-war  trade  how 

*^    "^  ^  computed. 

years  and  ascertains  their  average  profit.  The  result 
constitutes  the  profits  standard. 

The  pre-war  standard  of  profits  for  the  purposes  of  this 
Part  *  of  this  Act  shall,  subject  to  the  provisions  of  this  Act, 
be  taken  to  he  the  amount  of  the  profits  arising  from  the 
trade  or  business  on  the  average  of  any  two  of  the  three  last 

*  i.e.,  the  Part  relating  to  Excess  Profits  Duty. 
59 
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20  Profits 

standard: 

how 

computed. 

—{contd.) 


21.  Profits 
standard: 
computed 
under  same 
rules  as 
profits  of 
accounting 
period. 


pre-war  trade  years,  to  he  selected  by  the  taxpayer  {in  this 
Part^  of  this  Act  referred  to  as  the  profits  standard). 
(Finance  {No.  2)  Act,  1915,  s.  40  (2).) 

The  taxpayer  obviously  selects  the  years  which 
will  produce  the  highest  standard,  as  the  larger  the 
standard,  the  smaller  is  the  excess.  Nevertheless  the 
varying  effect  of  Rules  96  to  98  should  be  observed. 

(See  Rule  18  as  to  the  last  three  pre-war  trade 
years.) 

The  profits  are  computed  in  accordance  with  the 
rules  set  out  in  Chapters  VI  to  XIII. 

21.  In  ascertaining  the  profits  standard  the  profits 
of  pre-war  trade  years  must  be  computed  under  the  same 
rules  under  which  the  profits  of  the  accounting  period 
are  computed. 

The  profits  of  any  pre-war  trade  year  shall  be  computed 
on  the  same  principles  and  subject  to  the  same  provisions 
as  the  profits  of  the  accounting  period  are  computed. 
{Finance  {No.  2)  Act,  1915,  Fourth  Schedule,  Part  II,  1.) 

It  is  naturally  important  that  a  fair  basis  for 
comparison  should  be  secured.  The  above  rule 
might  also  be  a  necessary  direction  in  the  making 
of  adjustments.    (E.g.,  see  under  Repairs,  page  266.) 

See  also  page  95  as  regards  this.  A  change  in 
law  may  necessitate  the  computation  of  the  profits 
of  a  new  Accounting  Period  on  a  basis  different 
from  that  on  which  were  computed  the  profits  of 
former  Accounting  Periods.  In  such  a  case,  the 
Profits  Standard  must  be  recomputed. 


In    Commissioners   of  Inland    Revenue   v.  Guthrie 


1  i.e.,  the  Part  relating  to  Excess  Proiits  Duty. 
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Craig,  Peter  &  Co.,    Ltd.  (Court  of  Sessions,  1918),  f^°^l' 
the  Company  purchased  its  business  premises  on  3«"same 
nth  November,  1914,  subject  to  Feu  Duty.     The  p^ofitfof 
pre-war  standard  was  arrived  at  after  deducting  ^rdd/""*^ 
the  rent  of  the  premises.     The  Court  held  that  there 
was  no  statutory  authority  for  the  deduction  of  a 
similar  amount  from  profits  of  the  accounting  period. 

22.  The  taxpayer  may  take  as  his  profits  standard  the  ^^j^^^*^'. 
average  profits  of  any  four  out  of  the  last  six  pre-war  ^ion  in 
trade  years  where  both  of  the  following  conditions  years- 
apply— 

(a)  The  Commissioners  of  Inland  Revenue  must 
be  satisfied  that  the  last  three  pre-war  trade  years  were 
years  of  abnormal  depression  ; 

(b)  The  average  profits  of  the  last  three  pre-war 
trade  years  must  be  at  least  25  per  cent,  lower  than  the 
average  profits  of  the  three  years  preceding  them. 

Where  it  is  shown  to  the  satisfaction  of  the  Commissioners 
of  Inland  Revenue  in  the  case  of  any  trade  or  business 
that  the  three  last  pre-war  trade  years  have  been  years  of 
abnormal  depression,  any  four  of  the  last  six  pre-war 
trade  years  may  be  substituted  for  the  purposes  of  the 
pre-war  standard  of  profits  for  any  two  of  the  three  last 
pre-war  trade  years.  The  three  last  pre-war  trade  years 
shall  not  be  considered  as  years  of  abnormal  depression 
unless  the  average  profits  of  those  years  have  been  at  least 
twenty-five  per  cent,  lower  than  the  average  profits  of  the 
preceding  three  years.  {Finance  {No.  2)  Act,  1915,  Fourth 
Schedule,  Part  II,  3.) 

(See  Rule  18  as  regards  "  last  three  pre-war 
trade  years.") 

Conditions  (a)  and  (6)  are  not  synonyntous, — It  is 
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22.  Abnor- 
mal depres- 
sion in 
pre-war 
years. 
—(ccntd.) 


quite  possible  for  (a)  to  apply  and  not  (b).  The  last 
three  trade  years  might  be  years  of  abnormal 
depression,  without  being  sufficiently  worse  than 
the  three  preceding  years  to  come  within  (b). 


Thus — 
1913.    Profit 
1912.        „ 
1911.        „ 


£ 

200 
100 
180 


Profit       £480 


1910. 
1909. 
1908. 


Profit. 


Loss 


£ 

1,400 
1,100 
1,J 


Profit   £520 


28.  Profits 

standard: 

concern 

including 

independent 

industries. 


The  profits  of  each  of  the  six  years  must  be  com- 
puted according  to  the  rules  under  which  the  profits  of 
the  accounting  period  are  computed  (Rule  21). — 
It  follows  that  all  adjustments  allowed  or  required 
to  be  made  in  ascertaining  the  profit  of  the 
accounting  period  must  be  made  also  for  purposes 
of  the  comparison  allowed  under  (b). 

23.  Where  the  Commissioners  of  Inland  Revenue  are 
satisfied  that  a  concern  includes  two  or  more  independent 
industries  carried  on  in  separate  establishments  and  with 
substantially  separate  accounts,  they  may,  in  computing 
the  profits  standard  for  the  purposes  of  dealing  with  any 
accounting  period  ending  after  31st  December,  1916, 
ignore  losses  made  in  any  pre-war  year  in  any  of  the 
industries. 

In  the  application  of  Part  III  of  the  principal  Act  to 
excess  profits  duty  for  any  accounting  period  ending  after 
the  thirty-first  day  of  December  nineteen  hundred  and 
sixteen,  the  following  provisions  shall  have  effect — 

Where  the  Commissioners  are  satisfied — 

(a)  that  in  connection  with  any  trade  or  business  two 
or  more  distinct  and  independent  industries  are  carried 
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on  in  separate  establishments,  and  with  books  kept  in  ^^S*' 

such  a  manner  that  the  profits  in  respect  of  each  industry  f°5^^JJ^g 

can  be  readily  ascertained  ;  and  industries"* 

(b)  that  in  any  year  by  reference  to  which  the  pre-war  -<"***^-^ 
standard  of  profits  is  calculated  a  loss  has  been  sustained 
in  respect  of  any  one  or  more  of  such  industries  ; 

the  Commissioners  may,  if  they  think  fit,  in  computing 
the  profits  standard,  disregard  that  loss.  (Finance  Act, 
1917,  s.  26  (5).) 

The  reason  for  this  rule  is  as  follows — 
A  company  may  have  decided  to  undertake  work 
of  a  kind  quite  distinct  from  that  previously  under- 
taken, with  the  knowledge  that  it  would  make 
losses  for  a  few  years,  but  that  profits  would  ulti- 
mately arise.  The  losses  may  have  arisen  in  the 
pre-war  years  and  the  profits  in  the  Accounting 
Periods,  in  which  case  the  standard  is  depressed 
and  the  excess  raised. 

Thus,  take  the  case  of  a  motor  manufacturing 
company  which  in  1911  commenced  the  manu- 
facture of  aeroplane  parts.  The  profits  and  losses 
might  have  been  as  follows — 


Year. 

Motors. 

Aeroplanes. 

Aggregate. 

i 

£ 

£ 

1910  . 

.P  50,000 



P  50,000 

Three    f  1911   . 

.P  50,000 

L  30,000 

P  20,000 

pre-war  .  1912  . 
years    [  1913  . 

.P  50,000 

L  20,000 

P  30,000 

.P  50,000 

L  10,000 

P  40,000 

1914  . 

.P  50,000 

P    5,000 

P  55,000 

1915  . 

.P  80,000 

P  20,000 

P100,000 

1916  . 

.P  80,000 

P  40,000 

P120,000 

1917  . 

.P  80,000 

P  40,000 

P120,000 
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ffan?£d:'     Apart  froiTi  the  operation  of  Rule  23,  the  Profits 
would  be — 

£30,000  +£40,000 


SSe      Standard  would  be— 

independent 


industries 
—(contd.) 


£35,000. 


It  was  felt  to  be  hard  that  a  company  whose  normal 
pre-war  profits  were  £50,000  should  have  its  standard 
reduced  because  of  losses  in  a  new  branch  delibe- 
rately incurred  with  the  view  subsequently  of  making 
profits  which  prove  to  be  liable  to  Excess  Profits 
Duty. 

The  Revenue  is,  therefore,  accorded  the  dis- 
cretionary power  to  ignore  the  losses  of  £20,000 
and  £10,000.    The  standard  would  be 

£50,000  +£50,000 
_  =  £50,000, 


which  would  be  compared  in  due  course  with 
during-war  profits  of  £55,000,  £100,000,  £120,000, 
etc. 

The  Rule  has  no  other  effect.  Thus,  the  capital 
computation  (Chapter  XIV)  is  quite  unaffected. 

It  should  be  noted  that  the  Rule  can  operate 
only  at  the  discretion  of  the  Revenue.  In  such  a 
case  as  the  following  it  could  not  reasonably  be 
invoked. 
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Year.  Coalmine.     Ironworks.     Aggregate.  28.  Profits 

r  r  r  Standard: 

Tj  h  X>  concern 

1910        .        P   50,000  —  P   50,000    inde"^n"lent 

industries. 

Three   (1911  .  P  50,000  L  30,000  P  20,000  -icontd.) 

pre-war     1912  .  P  50,000  L  20,000  P  30,000 

years    (  1913  .  P  50,000  L  10,000  P  40,000 

1914  .  P  50,000  L  20,000  P  30,000 

1915  .  P  80,000  L  20,000  P  60,000 

1916  .  P  80,000  L  10,000  P  70,000 

1917  .  P  80,000  L  20,000  P  60,000 

In  this  case  the  pre-war  loss  cannot  be  ignored  until 
the  during-war  years  show  an  appreciably  better 
result. 

The  need  for  the  industries  to  be  independent  one 
of  the  other,  and  for  separate  accounts,  etc.,  to  be 
kept,  will  be  noted. 

24.  The  percentage  standard  is  the  "  statutory  per-  2*.  Per- 
centage ' '  on  the  capital  of  the  concern  at  the  end  of  the  standard: 
last  pre-war  trade  year.  computed. 

The  percentage  standard  shall,  for  the  purposes  of  this 
Part^  of  this  Act,  be  taken  to  be  an  amount  equal  to  the 
statutory  percentage  on  the  capital  of  the  trade  or  business 
as  existing  at  the  end  of  the  last  pre-war  trade  year,  subject, 
however,  to  the  provisions  of  this  Act  as  to  any  alteration 
in  the  manner  of  calculating  the  percentage  standard  in 
special  cases.     (Finance  {No.  2)  Act,  1915,  s.  40  (2).) 

Rule  18  shows  that  the  last  pre-war  trade  year 
ended  on  the  day  preceding  the  commencement  of 
the  first  accounting  period. 

*  i.e.,  the  Part  relating  to  Excess  Profits  Duty. 
5— (1567) 
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24.  Per-  Jt  will  bc  obscrved  from  the  succeeding  Rules 

centage  *-' 

standard:  ^jjat,  undeF  the  Finance  (No.  2)  Act,  1915,  and  the 
^S1*  Finance  Act,  1916,  the  "  statutory  percentage  "  was 
usually  6  per  cent,  or  7  per  cent.,  but  that  in  certain 
cases  higher  percentage  rates  were  substituted. 
The  Finance  Act,  1917,  made  the  percentages  6  and 
8  respectively,  subject  to  the  same  increases  as 
previously. 

The  "  capital "  on  which  the  percentage  is 
calculated  is  an  amount  computed  in  accordance 
with  the  rules  contained  in  Chapter  XIV.  It  is 
by  no  means  certain  that  this  is  the  amount  which 
the  trader  himself  would  describe  as  his  capital. 

«At5e  ^5*  ^^^  percentage  standard  is  usually  adopted  when 

when^*^*^'      it  is  higher  than  the  profits  standard. 

Provided  that  if  it  is  shown  to  the  satisfaction  of  the 
Commissioners  of  Inland  Revenue  that  the  amount  ^  was 
less  than  the  percentage  standard  as  hereinafter  defined,  the 
pre-war  standard  of  profits  shall  he  taken  to  be  the 
percentage  standard.  {Finance  {No.  2)  Act,  1915, 
s.  40  (2).) 

It  is  evident  that  the  higher  the  standard  is,  the 
smaller  will  be  the  excess  over  that  standard. 
Nevertheless  it  must  be  remembered  that,  if  the 
capital  of  the  profits  standard  period  is  larger 
than  the  capital  on  which  the  percentage  standard 
is  based,  it  may  be  advantageous  to  adopt  the 
percentage  standard  even  though  it  is  higher  than 
the  profit  standard.     (The  same  thing  holds  with 

^  i.e.,  the  Profits  Standard— Rule  20. 


when 
adopted. 
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percentage  standard  and  profits  standard  transposed  ^^^J^^^ 
throughout.)     Thus—  "IkP'^'' 

Percentage  Standard  6  %  on  £100,000  =  £6,000  -t^nt.) 
Profits  Standard  (capital  ^  £120,000)  =  £6,500 
But  an  allowance  is  made  in  every  accounting 
period's  computation  by  reference  to  the  excess  of 
the  capital  of  that  period  over  the  capital  attached 
to  the  Standard  adopted.  In  the  case  given  that 
allowance  will  always  be  larger  if  the  Percentage 
Standard  is  adopted,  e.g. — 

Capital  for  accounting  period     .         .    £150,000 
Increase  in  capital — 

if  Percentage  Standard  is  taken       .      £50,000 
if  Profits  Standard  is  taken     .         .      £30,000 


Difference         .         .      £20,000 

The  allowance  for  increased  capital  will  be  larger 
in  the  former  case  by  at  least  6  %  on  £20,000  = 
£1,200,  which  makes  the  Percentage  Standard 
of  £6,000  virtually  £700  (£1,200  -  £500)  higher  than 
the  Profits  Standard  of  £6,500. 

The  letter  of  the  law  does  not  allow  this  considera- 
tion to  be  taken  into  account,  but  the  intention 
seems  to  have  been  to  permit  it. 

26.  The  statutory  percentage  is  6  per  cent,  in  the  case  28.  statu- 
of  a  company  or  other  body  corporate.    It  is  7  per  cent,  percentage. 
in  other  cases,  except  as  regards  accounting  periods  ending 
after  31st  December,  1916,  when  it  is  8  per  cent. 

*  i.e.,  the  Capital  in  the  years  on  the  profits  of  which  the 
Standard  is  based. 
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26.  Statu-  The  statutory  percentage  shall  he  six  per  cent,  in  the 

percentage,  casc  of  a  trade  or  business  carried  on  or  owned  by  a  company 
or  other  body  corporate,  and  seven  per  cent,  in  the  case  of 
any  other  trade  or  business,  subject,  however,  to  the 
provisions  of  this  Act  as  to  the  increase  in  that  percentage 
in  certain  cases.    (Finance  (No,  2)  Act,  1915,  s.  40  (2).) 

In  the  application  of  Part  III  of  the  principal  Act  to 
excess  profits  duty  for  any  accounting  period  ending  after 
the  thirty-first  day  of  December,  nineteen  hundred  and 
sixteen,  the  following  provisions  shall  have  effect — 

The  statutory  percentage  shall,  in  the  case  of  a  trade  or 
business  not  carried  on  or  owned  by  a  company  or  other  body 
corporate,  be  taken  to  be  eight  per  cent,  instead  of  seven 
per  cent.  ;  and,  accordingly,  subsection  (2)  of  section  forty 
of  the  principal  Act  shall  have  effect  as  though  eight  per  cent, 
were  substituted  for  seven  per  cent.  (Finance  Act,  1917, 
s.  26(2).) 

See  the  succeeding  Rule  as  regards  special  rates. 

[N.B. — ^The  *'  statutory  percentage  "  was,  until 
the  Finance  Act,  1917,  identical  as  regards  the  same 
concern  for  all  the  purposes  of  Excess  Profits  Duty. 
That  is  not  now  the  case  for  periods  ended  after 
31st  December,  1916.  See  Rule  96,  as  regards 
allowances  for  increased  capital,  and  Rule  97  as 
regards  adjustments  for  decreased  capital] 

The  difference  between  the  allowance  to  com- 
panies and  to  other  concerns  evidently  has  refer- 
ence to  the  payments  to  officers  to  which  the  former 
are  hable.  This  difference  was  first  taken  as  1% 
(7  %  minus  6  %)  of  the  capital,  but  experience 
proved  that  2  %  (8  %  minus  6  %)  was  more  in 
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accordance  with  the  facts.     The  normal  operation  2«.statu- 
of  the  rule  for  periods  ended  prior  to  31st  December,  ^^^j^f- 
1916,  is  as  follows — 


Profits  to  28th 

February, 

1912.      . 

£2,400 

»» 

»» 

1913.      . 

3,100 

>> 

»» 

1914.     . 

2,700 

If 

»» 

1915.     . 

3,800 

Capital  at  28th  February 

,1914.      . 

;e50,000 

Thf»  nrnfif«5  sfa 

nHarH  Avni 

^,^^/3,100  + 2,700 

2 

=  £2,900 

The  percentage  standard  is  j^  x  £50,000  =« 
£3,000  for  a  company ;  or  y Jo  X  £50,000  =  £3,500 
for  other  concerns. 

The  percentage  standard,  therefore,  becomes  the 
standard  of  profits.  Duty  payable  is  calculated 
as  follows — 

Other 
Company.    Concern. 

£  £ 

Profit  of  accounting  period     3,800  3,800 

Standard  of  Profit  .         .        3,000  3,500 


Excess     .         .         .         . 
Allowance 

800 
200 

300 
200 

Duty  (at  50%) 

2)600 
£    300 

2)100 
£      50 

The  above  example  must  not  be  taken  to  suggest 
that  a  company  is  more  severely  treated  than  a 
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26.  Statu- 
tory 

percentage. 
— {contd.) 


27.  Statu- 
tory 

percentage: 
increase  by 
Referees  for 
any  class  of 
trade  or 
business. 


single  trader  or  a  firm.  The  fact  is,  rather,  that 
it  was  thought  that  where  the  latter  made  a  profit 
of  £3,500,  a  company  which  had  directors'  fees,  etc., 
to  pay,  would  expect  to  make  £3,000  only. 

For  late  periods  the  standard  for  the  "  other 
concern  "  is  8  %  on  £50,000  =  £4,000.  The  excess 
becomes  a  deficiency  of  £200. 

27.  The  Board  of  Referees  may,  on  application,  order 
the  increase  of  the  statutory  percentage  as  respects  any 
class  of  trade  or  business. 

Any  increase  ordered  is  to  be  in  addition  to  any  increased 
percentage  allowed  as  regards  accounting  periods  ended 
after  31st  December,  1916.     (Rides  26,  33  and  96.) 

The  Board  of  Referees  may,  on  application,  reopen  a 
case  and  vary  their  previous  order  thereon. 

(See  enactment  after  Rule  30.) 

It  will  be  observed  that  the  above  Rule  refers 
only  to  a  class  of  trade  or  business.  The  indi- 
vidual taxpayer  has  no  right  to  make  application 
except  as  representing  a  class.  When  the  Referees 
have  dealt  with  a  particular  class  of  trade  or  busi- 
ness, their  decision  binds  all  members  of  that  class. 

An  extremely  liberal  interpretation  may  be 
expected  as  to  what  constitutes  a  class.  (See  (5), 
page  76.)  Any  distinctive  features  marking  off 
one  set  of  businesses  from  another  may  be  said 
to  constitute  a  class.  If  a  prima  facie  case  were 
estabHshed,  for  example,  that  a  printer  of  books 
should  not  be  bound  by  a  decision  respecting 
ordinary  commercial  printers,  by  reason  of  more 
or  less  capital  being  required  for  the  production 
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of  equal  profit,  there  is  no  doubt    that  the  two  ^;^^*^"" 
classes  might  be  the  subjects  of  separate  applications,  ^cre^^^y 

The  question  as  to  what  would  justify  the  increase  Sfy^cS'of 
of  the  statutory  percentage  for  any  class  is  one  for  busSeS. 
the  Referees  alone.  But  it  may  be  suggested  by  "^  "^ 
way  of  example  that,  where  a  business  involves  the 
rapid  wasting  of  an  asset  in  respect  of  which  no 
depreciation  allowance  may  be  made,  that  business 
should  be  accorded  a  higher  rate  than  the  ordinary. 
(A  colHery,  for  example,  has  to  make  sufficient 
"  profit  "  to  cover  the  exhaustion  of  the  mines  and 
the  sinking  of  fresh  pits.)  Similarly,  where  there  is 
a  large  element  of  risk  (theatres,  cinemas,  etc.) 
capital  can  be  attracted  only  by  the  prospect  of  a 
higher  return  than  the  normal.  Again,  some 
concerns  must  expect  a  return  high  enough  to  make 
good  losses  which  are  inevitable  in  the  early  years  of 
development  (e.g.,  rubber  companies). 

At  the  date  of  going  to  press  the  following  increases 
in  statutory  percentages  have  been  allowed  by  the 

Referees. 

^  Additional 
percentage. 
Agriculture  in  Greece    ....       6 
Aircraft  Manufacture     ....       9 
Antimony  Mining  and  Smelting  in  Mexico     1 1 
Antimony  Smelting       .         .  .  .Nil 

Balata  Collection,  Preparation  and  Sale  of      4 
Cement   Manufacture   (excluding  cement 
for  plastering,  etc.)    .  .         .         .         ^ 

1  The  figures  in  this  column  should  be  added  to  the 
normal  percentages  referred  to  in  Rules  26  and  96. 
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27.  Statu- 
tory 

percentage: 
increase  by 
Referees  for 
any  class  of 
trade  or 
business. 
—(contd.) 


A  ddilional 
Percentage. 

5 
4 
3 
4 
3 
4 


Chrome  Ore  Mining  in  New  Caledonia 

Cinemas        .         .         .         . 

Coal  Mines  in  Bengal    . 

Coal  Mines  in  Great  Britain    . 

Coal  Mines  in  Rhodesia 

Coal  Mines  in  Union  of  South  Africa 

Cocoanut  Growing  in  the  Middle  East 

Cocoanut  Growing  in  British  West  Indies  5J 

Cocoanut  and  Palmyra  Palm  Manufactures 

in  Southern  India  and  Ceylon      .         .  2^ 

Coke  Manufacture  ....  2 

Cold  Storage \\ 

Copper  Mining  in  Chile          ...  4 
Copper  Mining  in  Rhodesia  .         .         .  9 
Electric  Light  and  Power  at  Hankow       .  3 
Electric  Supply  in  India         ...  1 
Electric  Supply  in  London      ...  1 
Electric  Supply  in  the  Provinces,  etc.       .  IJ 
Electric  Supply  in  Victoria     .          .         .  H 
Electric  Traction  at  Shanghai          .         .  3 
Electric  Tramways  in  Cape  Colony           .  1^- 
Electric  Tramways  in  India    ...  1 
Electrical  Cable  Manufacturers        .          .  1 
Electrical  and  Pneumatic  Power  in  Trans- 
vaal   3 

Electrical  Machinery,  etc..  Manufacture  of  1 

Engineering  in  Bengal  ....  2 
Explosives,  Manufacture  of  .  .  .2 
Gold  Mining  in  British  India         .         .21^ 

^  The  figures   in    this   column   should  be  added  to  the 
normal  percentages  referred  to  in  Rules  26  and  96. 
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Gold  Mining  in  Egypt  . 

Gold  Mining  in  Rhodesia 

Gold  Mining  in  West  Africa. 

Hosiery  Manufacture 

Importers  of  Table  Glassware 

Indigo  Growing    .... 

Iron  and  Steel  Manufacture  in  Bengal 

Jute  Merchants     .... 

Jute  Spinning,  etc.,  in  Bengal 

Lead  Mining  in  Western  Australia 

Lending  Money  on  Mortgage  in  Mauritius 

London  Omnibuses  . 

London  Wholesale  Tea  and  Coffee  Dealers 

Magneto  Manufacture    . 

Magnesite  Mines  in  Greece    . 

Mangrove  Products  (Borneo) 

Marine  Salvage     .... 

Merchants  in  Philippine  Islands     . 

Military  Ornaments,  etc.,  Manufacture  of 

Motor  Manufacture 

Newspapers  (mainly  dissemination  of  news 

and  not  comment  on)  in  Scotland 
Nickel  Mining  in  New  Caledonia 
Nitrate  Extraction  in  Chile  . 
Oil  Producing  in  California     . 
Oil  Raising  in  Assam     . 
Oil  Raising  in  Burmah  . 
Oil  Raising  in  Caucasus 
Oil  Raising  in  Peru 


^Additional  ^;^^*^" 
Percentage 


2H 
16J 
16J 
Nil 
NU 

6 

4 
NU 

1 

8 

H 

2 

Nil 
5 
4 
4 
9 

H 
2i 

1 

2 
2 
3 

2i 
2 

4 

2i 


percentage: 
increase  by 
Referees  for 
any  class  of 
trade  or 
business. 
—(contd.) 


*  The  figures  in  this  column  should  be  added  to  the 
normal  percentages  referred  to  in  Rules  26  and  96. 
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27.  Statu- 
tory 

percentage: 
increase  by 
Referees  for 
any  class  of 
trade  or 
business. 
—{cotUd.) 


Oil  Raising  in  Roumania 

Oil  Raising  in  South  Russia. 

Paint,  Colour,  and  Varnish  Manufacture 

Portland  Cement  Manufacture  in  South 

Africa       ..... 
Potato  Flake  Manufacture     . 
Provincial  Omnibuses    . 
Road-making  Material,  Manufacture  of 
Rubber  Growing   .... 
Sheep  Farming  in  Chile  and  Patagonia 
Steel  Manufacture 

Stevedores 

Straits  Plantations,  Ltd. 

Sugar  Growing  in  Argentine. 

Sugar  Growing  in  Mauritius    . 

Sugar  Growing  in  Natal 

Sugar  Growing  in  Portuguese  East  Africa 

Sugar  Growing  in  West  Indies,  etc. 

Sulphide  Mining  in  New  South  Wales 

Tea  Growing  and  Manufacture  in  British 

India  and  Ceylon        .         .         . 
Tea   Growing   and   Manufacture   in   the 

Netherlands,  East  Indies    . 
Theatres  in  the  West  End  of  London 
Theatres  elsewhere  in  the  West  End  of 

London     

Tin  Dredging  in  Malay  and  Siam     . 

Tin  Mining  in  Malay 

Tin  Mining  in  Malay  (Lode  Tin)   . 


*  A  dditional 
Percentage. 

8 
Nil 


2i 
Nil 

2 

2i 

4 

5 

2 
Nil 

4 

5 

54 

5i 

5i 

5 

3i 


2 
9 

5 

7 

7 

10 


*The  figures  in   this  column   should  be  added  to  the 
normal  percentages  referred  to  in  Rules  26  and  96. 
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Tin  Mining  in  Nigeria    ....  7 
Tin  Mining  in  United  Kingdom     .          .     19 

Tramways  and  Light  Railways        .         .  1^ 

Tramways  in  New  Zealand     .         .         •  H 

Tramways  in  Victoria    .  .  .  •  H 

Tungsten  and  Molybdenum,  Manufacture  of  6 

Wood  Pulp  Manufacture  in  Portugal     .  2 
Zinc  Oxide,  Manufacture  in  United  Kingdom  6 


^Additional  27.statu- 

Percentage.    {Srcentage: 
increase  dv 


increase  by 
Referees  for 
any  class  of 
trade  or 
business. 
—{conid.) 


28.  The  Board  of  Referees  have  prescribed  the  pro- 
cedure to  be  followed  as  regards  applications  to  them. 

The  procedure  laid  down  is — 

(1)  An  application  to  the  Commissioners  of 
Inland  Revenue  ; 

(2)  The  forwarding  of  the  appUcation  to  the 
Referees,  unless  the  Commissioners  consider  it 
"  frivolous  or  vexatious  or  relating  to  matters 
already  decided  by  the  Referees  "  ; 

(3)  The  order  of  the  Referees  is  binding  for  all 
purposes  of  the  Act  (i.e.,  any  alteration  in  the 
percentage  refers  also  to  every  calculation  under 
the  Act  in  which  a  percentage  is  involved)  ; 

(4)  The  order  of  the  Referees  shall  bind  every 
trade  or  business  within  the  class  concerned ; 

(5)  A  subdivision  of  a  trade  having  any  local 
or  other  special  feature  may  be  dealt  with  as  a 
separate  class.     (See  page  70.) 

The  form  of  application,  etc.,    prescribed  by  the 


28.  Referees' 
procedure. 


^The  figures   in  this  column   should   be   added  to  the 
normal  percentages  referred  to  in  Rules  26  and  96. 
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29.  Per- 
centage 
standard: 


^'o^St^'  R^f^rees  is  not  reprinted  here.     It  contains  nothing 
—icontd.)      calling  for  attention  until  an  application  is  decided 
upon,  when  it  may  be  obtained  from  the  Referees 
at  Spencer  House,  St.  James's  Place,  S.W.I. 

29.  The  Board  of  Referees  may,  on  application,  order 

the  calculation  of  the  percentage  standard  to  be  by 

S^ylrlnt     reference  to  some  factor  other  than  the  capital.    This 

A^nwpUai    nile  applies  only  to  a  class  of  trade  or  business  whose 

employed,     ^ature  is  such  that  the  capital  employed  is  small  compared 

with  the  capital  necessarily  at  stake. 

(See  enactment  after  the  succeeding  Rule.) 
The  general  effect  of  the  above  Rule  is  to  allow 
the  percentage  standard  to  be  based  on  or  on  some 
amount  other  than  the  capital.  For  example,  it 
might  be  found  just  to  take  it  at  6,  7  or  8  per 
cent,  on  the  turnover  of  the  business,  half  the 
average  debts  or  any  other  factor. 

This  rule  has  reference  to  a  class  of  trade  or 
business,  and  the  observations  on  Rule  27  are  in 
point.  But  the  present  rule  is  still  further  restricted 
in  application.  The  capital  actually  employed 
(which  is  the  normal  basis  for  the  calculation) 
must  be  small  in  comparison  with  the  capital 
necessarily  at  stake.  Thus,  a  particular  class  of 
traders  might  find  their  normal  profits  to  be  20 
per  cent,  of  the  capital  they  had  actually  to  use, 
but  only  3^  per  cent,  of  the  capital  at  stake. 
In  such  a  case,  a  fair  percentage  standard  might 
conceivably  be  based  on  one-half  the  capital  at 
stake  (if  ascertainable),  7  per  cent,  on  this  amount 
giving  the  normal  profit.     This  particular  example 
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will    not    arithmetically    meet     any    case,    but    it  ^-j^^; 
illustrates    the    sort    of    factor    which    might    be  Re?er2s' 
substituted  for  the  capital  employed.  Ss^STer 

Under  this  Rule  the  Referees  have  made  orders  ei^io^?* 
as  follows — 

Trades  or  Businesses  to  which  the  Orders  apply — 
(a)  The  business  of  insurance  by  underwriters 

as  carried  on  by  members  of  Lloyd's. 

(h)  The  business  of  marine  insurance  carried 

on    by    companies    or    other    bodies    corporate 

incorporated  under  the  laws  of  some  part  of  His 

Majesty's  dominions. 

Basis  of  Percentage  Standard. — The  percentage 
standard  shall  be  calculated  upon  the  capital  at 
stake,  which  capital  shall  be  taken  to  be  equivalent 
to  the  net  premium  income  of  the  year  at  the  end 
whereof  capital  is  to  be  reckoned. 

30.  The  Board  of  Referees  may,  on  application,  order  ^^n^rdfo^ 
an  alteration  of  the  standard  of  profits  as  regards  a  JJ^g'^" 
business  wholly  or  mainly  carried  on  for  the  purpose 
of  the  manufacture  of  war  materials  or  for  munition  work. 

See  Chapters  XVIII  to  XX  as  regards  controlled 
firms. 

The    following    is    the    text    of    the    enactment 
governing  this  rule  and  the  three  rules  preceding — 
Where  an  application  is  made  to  the  Commissioners  of 
Inland  Revenue — 

(1)  For  an  increase  of  the  statutory  percentage  as 
respects  any  class  of  trade  or  business,  or  for  a  calculation 
of  the  percentage  standard  in  the  case  of  any  class  of 
trade  or  business  in  which  the  amount  of  capital  actually 
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30.  Pre-war        emUoved  in  the  trade  or  business  is,  owing  to  the  nature 

standard  for  *       ^  " 

munition  of  the  trade  or  business,  small  compared  with  the  capital 

—(contd.)  necessarily  at  stake  for  that  trade  or  business,  by  reference 

to  some  factor  other  than  the  capital  of  the  trade  or 
business  or  to  some  additional  factor  ;  or 

(2)  For  an  alteration  of  the  pre-war  standard  of 
profits  as  respects  capital  employed  for  the  purposes  of 
the  manufacture  of  war  materials  or  for  munitions  work 
and  which  could  not  be  expected  to  be  remunerative  or 
wholly  remunerative,  except  in  time  of  war,  in  a  business 
which  has  been  wholly  or  mainly  carried  on  for  those 
purposes  ; 

the  Commissioners,  unless  they  are  of  opinion  that  the 
application  is  frivolous  or  vexatious  or  relates  to  matters 
already  decided  by  a  Board  of  Referees,  shall  refer  the 
case  to  a  Board  of  Referees  to  be  appointed  for  the  purpose 
of  this  Part  of  this  Act  by  the  Treasury,  and  that  Board 
shall  deal  with  the  case,  and  may,  by  order,  if  they  think 
fit,  increase  the  statutory  percentage  or  alter  the  percentage 
standard  for  the  class  of  trade  or  business  the  subject  of 
the  order,  or  alter  the  pre-war  standard  of  profits,  as  the 
case  requires. 

On  any  such  order  being  made,  this  Part  of  this  Act 
shall  have  effect  as  from  the  date  named  in  the  order  as  if 
the  percentage  or  standard  named  in  the  order  was  sub- 
stituted for  the  percentage  or  standard  fixed  by  this  Act; 
and  where,  in  pursuance  of  any  such  order,  the  statutory 
percentage  is  increased  or  the  percentage  standard  is  altered 
as  respects  any  class  of  trade  or  business,  the  statutory 
percentage  shall  be  increased  and  the  percentage  standard 
shall  be  altered  respectively  for  all  purposes  of  this  Part  of 
this  Act  as  respects  any  trade  or  business  belonging  to  that 
class. 
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This  section  shall  aftUy  to  any  subdivision  of  a  trade  80.R-e-war 

^  i    -^  -^  '  standard  for 

or  business  based  either  on  any  special  feature  of  the  trade  munition 
or  business  or  on  locality  as  it  applies  to  a  class  of  trade  —iconid.) 
or  business,  in  any  case  where  the  Board  of  Referees  are 
of  opinion  that  the  subdivision  can  properly  be  dealt  with 
separately.    (Finance  {No.  2)  Act,  1915,  s.  42.) 

Any  increase  of  the  statutory  percentage  under  this 
section  shall  be  in  addition  to  any  increase  of  the  statutory 
percentage  which  has,  before  the  passing  of  this  Act,  been 
made  under  section  forty-two  of  the  principal  Act.  (Finance 
Act,  1917,  s.  26  (3).) 

Notwithstanding  anything  contained  in  section  forty-two 
of  the  principal  Act  (which  provides  for  the  reference  to  the 
Board  of  Referees  of  questions  as  to  percentages,  etc.),  the 
Commissioners  may,  if  they  think  fit,  refer  to  the  Board  of 
Referees  any  application  made  under  that  section  as  respects 
a  class  of  trade  or  business,  although  tJie  application  may 
relaU  to  matters  already  decided  by  that  Board,  and  the 
Board  may,  if  they  thinfi  fit,  on  cause  being  shown  by 
additional  evidence  or  otherwise,  reopen  the  case  and  make 
any  order  which  they  could  have  made  on  an  application 
relating  to  matters  not  already  decided  by  them,  and  may 
revise  any  order  previously  made  by  them  affecting  that 
class  of  trade  or  business  /  and  any  such  order  or  revised 
order  shall,  as  from  the  date  such  as  may  be  specified  therein, 
apply  and  have  effect  in  lieu  of  any  previous  order  relating 
to  the  same  matter.     (Finance  Act,  1917,  s.  25.) 

Note  on  Rule  30.  It  should  be  noted  that  the 
alteration  allowed  is  as  respects  capital  employed 
for  the  purposes  indicated  in  the  Rule,  and  which 
could  not  be  expected  to  be  wholly  remunerative 
except  in  time  of  war. 


CHAPTER  V 
New  Businesses  and  New  Proprietors 

NEW  BUSINESSES — NEW  AGENCIES  OR  BUSINESSES 
WITH  SMALL  CAPITAL — CHANGE  IN  OWNERSHIP 
— CHANGE   IN   PARTNERSHIP. 

As  regards  the  date  on  which  the  business  of  a 
coUiery  company  may  be  regarded  as  having  com- 
menced, see  Cannop  Coal  Co.  v.  Inland  Revenue, 
1918.  As  regards  the  continuation  of  a  ship- 
owning  business  after  requisition  by  Admiralty, 
see  Sutherland  v.  Inland  Revenue,  191 8.  Both  these 
cases  are  set  out  in  Appendix  III  of  this  book. 

JJjSundard  31,  Whefc  there  have  been  two  pre-war  trade  years 
two^pre-war   but  not  three,  the  pre-war  standard  of  profit  is  either  the 
existed.        average  profit  of  the  two  years  or  the  profit  of  the  last 
of  them,  at  the  option  of  the  taxpayer. 

Where,  owing  to  the  recent  commencement  of  a  trade  or 
business,  there  have  not  been  three  pre-war  trade  years,  hut 
there  have  been  two  pre-war  trade  years,  the  pre-war 
standard  of  profits  shall  be  taken  to  be  the  amount  of  the 
profits  arising  from  the  trade  or  business  on  the  average 
of  those  two  years  or,  at  the  option  of  the  taxpayer,  the 
profits  arising  from  the  trade  or  business  during  the  last 
of  those  two  years.  (Finance  (No.  2)  Act,  1915,  Fourth 
Schedule,  Part  II,  4.) 

This  enactment  does  not  take  away  the  tax- 
payer's option  of  selecting  a  percentage  standard 
(Rule  25).  (See  Chapter  IV  regarding  the  standard 
of  profits  and  Rule  18  as  to  pre-war  trade  years.) 

80 
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Example. — Business  set   up   1st   January,    1912  :  sl standard 

where  only 

Profits— 1912,  ;f2,000;  1913,  £12,000  ;  1914,  £35,000.  ^^f--^'^ 

The  profits  standard  selected  is  obviously  £12,000.  —icontk.) 
Had   the   capital   been   more   than   £200,000,    the 
percentage  standard  (at  6  per  cent,  in  the  case  of 
a   company)    would   have   exceeded  £12,000,    and 
might  have  been  selected. 

:i2.  Where  there  has  been  one  pre-war  trade  year  but  ^e??onfy** 
not  two,  the  pre-war  standard  of  profit  may  be  based  on  year^exSS. 
the  one  year's  trading. 

.  .  ,  where  there  have  not  been  two  pre-war  trade  years, 
hut  there  has  been  one  pre-war  trade  year,  the  pre-war 
standard  of  profits  shall  be  taken  to  be  the  profits  arising 
jrom  the  trade  or  business  during  that  year.  (Finance 
(No.  2)  Act,  1915,  Fourth  Schedule,  Part  II,  4.) 

This  enactment  does  not  take  away  the  tax- 
payer's option  of  selecting  a  percentage  standard. 
(See  the  example  under  the  previous  rule.) 

33.  Where  there  has  not  been  one  pre-war  trade  year,  83.  standard 
the  percentage  standard  must  be  adopted.     It  must  be  p/Ij^^*" 
based  on  the  average  capital  employed  in  the  business  existecf. 
during  the  accounting  period. 

As  regards  any  accounting  period  ended  after  31st 
December,  1916,  three  per  cent,  is  added  to  the  percentage 
standard. 

.  .  .  and  where  there  has  not  been  one  pre-war  trade 
year,  the  pre-war  standard  of  profits  shall  be  taken  to  be 
the  statutory  percentage  on  the  average  amount  of  capital 
employed  in  the  trade  or  business  during  the  accounting 
period.  (Finance  (No.  2)  Act,  1915,  Fourth  Schedule,  Part 
II,  4.) 

6— (1567) 
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88.  Standard 
where  no 
pre-war 
trade  year 
existed. 
—icontd.) 


84.  Agency, 
etc.,  suc- 
ceeding 
previous 
occupation, 
etc. 


In  the  application  of  Part  III  of  the  principal  Act  to 
excess  profits  duty  for  any  accounting  period  ending  after 
the  thirty-first  day  of  December  nineteen  hundred  and 
sixteen,   the   following   provisions   shall   have   effect — 

In  ascertaining  .  ...  the  pre-war  standard  of  profits 
in  cases  where  there  has  not  been  one  pre-war  trade  year, 
three  per  cent,  shall  he  added  to  the  statutory  percentage 
per  annum  ;  and  accordingly  in  .  .  .  Rule  4  of  Part  II 
of  the  Fourth  Schedule  to  the  principal  Act,  the  expression 
"  statutory  percentage  "  shall  be  taken  to  mean  the  statutory 
percentage  as  so  increased.     (Finance  Act,  1917,  s.  26  (1).) 

(See  Rule  25  regarding  the  percentage  standard 
and  Rule  18  as  to  what  constitutes  a  pre-war 
trade  year.) 

34.  In  the  case  of  an  agency  or  a  business  involving 
capital  of  a  comparatively  small  amount,  which  has  not 
had  three  pre-war  trade  years,  the  three  preceding  rules 
are  set  aside  for  the  following :  The  standard  of  profits 
shall  be  computed  according  to  the  profits  of  any  previous 
business  or  occupation  (of  whatever  nature)  carried  on 
by  the  person  concerned ;  if  that  business  has  been 
continued  the  standard  shall  be  computed  according  to 
the  amount  by  which  its  profits  have  diminished. 

Where  the  trade  or  business  is  an  agency  or  business  of 
a  nature  involving  capital  of  a  comparatively  small  amount, 
the  pre-war  standard  of  profits  shall  be  computed  by 
reference  to  the  profits  arising  from  any  trade,  business, 
office,  employment,  or  profession  of  any  sort,  whether 
liable  to  Excess  Profits  Duty  or  not,  carried  on  by  the  agent 
or  other  person  before  his  new  trade  or  business  commenced 
as  if  it  was  the  same  trade  or  business  ;  but  only  to  the 
extent  to  which  the  income  from  the  former  trade^  business^ 
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office,  employment,  or  profession  has  been  diminished.  84.  Agency, 
[Finance  (No.  2)  Act,  1915,  Fourth  Schedule,  Part  II,  4.)  ce^'ing*^' 

previous 
occupation, 

The  intention  of  this  enactment  may  be  shown  ^^^onui) 
by  way  of  example. 

A  man  has  been  engaged  in  business  (or  has  been 
employed)  with  the  following  results — 

Year  ended  31st  December,  1911 —  £ 

Profits  or  earnings  ....  400 
Year  ended  31st  December,  1912 — 

Profits  or  earnings  ....  420 
Year  ended  31st  December,  1913 — 

Profits  or  earnings  ....  450 
Six  months  to  30th  June,  1914 — 

Profits  or  earnings     ....     210 

On  1st  July,  1914,  he  set  up  a  new  business  into 
which  he  put  ;f200  capital.  In  the  year  to 
30th  June,  1915,  his  profits  were  £750.  But  for 
this  Rule,  his  pre-war  standard  would  be — 

7%on;e200  =  £14, 

or  7%  on  the  average  capital  in  the  year  ended 
30th  June,  1915. 

The  duty  payable  (at  50%)  would  be — 

The  percentage  standard  is  very  low,  hence  a  heavy 
liability.     But  under  this  rule,  the  profits  standard 
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84.  Agency,    may    bc    based    on    the    profits    of  the  previous 

cic*y  sue* 

p^ioSs       occupation  (even  if  that   occupation  is  exempted 
occupation,    f^oni  the  duty). 

— (conid.) 

/450  4-  420 
Profits  standard ^ =  £435 

Profit  of  accounting  period        =    750 

Excess  .         ,         .      =    315 
Allowance      .         .      =    200 

2)115 

Duty  (at  50%)        .      =    £57 

Suppose,  however,  the  previous  occupation  had 
been  maintained,  but  the  profit  had  diminished 
from  the  date  the  new  business  or  agency  was  set  up — 

Year  ended  30th  June,  1915— 

Old  business :   Profit         .         .         .     £120 
Year  ended  30th  June,  1915— 

New  business :  Profit        .         .         .       750 

In  this  case,  the  new  business  may  be  taken  to 
have  replaced  a  certain  portion  of  the  old  business. 
That  portion  can  be  measured  by  reference  to  what 
profits  have  gone  since  the  estabHshment  of  the 
new  business.  The  calculation  is  not  stereotyped, 
but  some  such  system  as  the  following  must  be 
followed. 
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Standard  of  profit  of  the  old  business —  84.  Agency 

^  etc.,  suc- 

ceeding 

^420  +  450      ^^3g       gp-o„, 
Actual  profit,  year  to  30th  June,  1915  =    120 


Diminution       =  ;f315 

The  diminution  becomes  the  standard  of  profit  for 
the  new  business. 

New  business  :  Profits  of  accounting  period  =£750 

Standard     =  315 


Excess         =  435 
Allowance   =  200 


2)235 
Duty  (at  50%)  =£117 


35.  Where  a  business  has  changed  ownership  since  86.  change 

of  owner- 

the  commencement  of  the  three  last  pre-war  trade  years,  ship: 

,     ,  ,  .  p  taxpayer's 

the  change  must  be  regarded  as  the  setting  up  of  a  new  option, 
business  unless  the  taxpayer  makes  application  otherwise. 
In  the  latter  case  the  rules  must  be  modified  if  it  is 
necessary  in  order  to  make  the  basis  of  the  profits  standard 
the  same  as  the  basis  of  the  computation  of  the  profits  of 
the  accounting  period. 

Where,  since  the  commencement  of  the  three  last  pre-ivar 
trade  years,  a  trade  or  business  has  changed  ownership,  the 
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85.  Change 
of  owner- 
ship: 

taxpayer's 
option. 
—(contd.) 


provisions  of  this  part  of  this  Schedule  shall  apply  as  if 
a  new  trade  or  business  had  been  commenced  on  the  change 
of  ownership,  except  in  cases  when  the  taxpayer  makes  an 
application  that  the  provisions  of  Part  1 11^  of  this  Act 
and  this  Schedule  should  apply  as  if  the  trade  or  business 
had  not  changed  ownership,  but  in  that  case  such  modifica- 
tions (if  any)  shall  be  made  in  the  application  of  this 
Schedule  as  may  be  necessary  to  make  the  basis  on 
which  the  profits  standard  is  computed  the  same  as 
that  on  which  the  profits  of  the  accounting  period  are 
computed.  (Finance  (No.  2)  Act,  1915,  Fourth  Schedule, 
Part  II,  5.) 


It  will  be  seen  that  the  taxpayer  has  an  option 
in  this  case.  The  "  rules  "  referred  to  are  those 
of  the  Schedule  of  the  Act.  They  are  summarized 
on  pages  165  to  167.  An  example  of  the  necessary 
modification  may  be  given  as  follows  :  The  trade 
was  carried  on  by  A  B  until  1st  January,  1914, 
when  C  D  acquired  the  business.  It  suits  him  for 
the  change  to  be  ignored,  so  his  predecessor's  profits 
provide  the  basis  for  the  standard  of  profits. 
The  question  raised  by  this  enactment  is  whether, 
under  the  ordinary  rules,  the  method  of  comparison 
is  fair.  Is  there  any  marked  difference  between 
his  general  circumstances  and  his  predecessor's  ? 
Thus,  his  predecessor  may  have  owned  the  trade 
premises,  which,  we  will  assume,  C  D  does  not  own. 
Rule  41  must  apparently  be  modified  here,  as  it 
would  be  imfair  to  include  the  annual  value  of  the 


i.e.,  the  Part  relating  to  Excess  Profits  Duty. 
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premises  in  the  standard  of  profit  while  they 
are  excluded  from  the  profits  of  the  accounting 
period. 

^6.  Where  there  has  been  a  change  in  the  constitution  as.  Modifica- 

^^  **  tion 

of  a  partnership,  the  Commissioners  of  Inland  Revenue  required  by 
may,  on  the  taxpayer's  application,  allow  such  modifica-  partnership. 
tion  of  the  rules  as  they  think  necessary  to  meet  the  case. 
Further  appeal  may  be  made  to  a  Board  of  Referees. 

(See  enactment  and  notes  after  Rule  65.) 

Rule  35  covers  the  ground  covered  by  Rule  36, 
but  does  not  give  the  right  of  appeal  to  the  Referees. 

Rule  36  might  be  invoked,  for  example,  where 
a  creditor  formerly  entitled  to  interest  becomes  a 
partner,  the  loan  becoming  his  capital.  If  the  rate 
of  interest  was  higher  than  the  statutory  percentage 
rate  (at  which  the  allowance  for  increased  capital 
is  computed),  the  concern  would  make  application 
for  modification  of  Rule  21.  Such  circumstances 
are,  of  course,  unusual. 

37.  Where  there  has  been  a  change  of  ownership  87.  change 

...  .in  ownership 

during   the   accountmg   period    the   Commissioners    of  during 
Inland  Revenue  have  the  option  of  splitting  this  period  period, 
into  two  parts  according  to  the  respective  ownerships,  or 
of  regarding  the  period  as  one  period  of  business  conducted 
by  the  last  owner. 

Where  there  has  been  a  change  of  ownership  of  the  trade 
or  business,  the  Commissioners  of  Inland  Revenue  may, 
if  they  think  fit,  take  the  accounting  period  as  the  period 
ending  on  the  date  on  which  the  ownership  has  so  changed 
and  assess  the  duty  on  the  person  who  owned  or  carried 
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37.  Change  OH  the  trade  or  business  or  acted  as  agent  for  the  person 

duSI!g^"  ^^  carrying  on  the  trade  or  business  at  that  date.     (Finance 

perSd!*^"^  (No.  2)  Act,  1915,  s.  45  (2).)  (See  also  the  remaining  part  of 

—^'^^"^  ■  this  subsection  set  out  under  Rule  112.) 

Where  the  period  is  split,  a  proportionate  part 
of  the  allowance  of  -^200  per  annum  (Rule  3)  is 
allowed  from  each  part-period.  Where  the  period  is 
not  split,  the  same  aggregate  allowance  will  be 
made.    Thus — 

Pre-war  standard  of  profit        .         .         ;f600 
Profit  in  year  to  31st  March,  1915   .        1,000 

The  business  changed  hands  at  1st  January,  1915. 
The  Board  may  take  the  figures  as  they  stand.  The 
exce^  is  £400,  which,  less  the  allowance  of  ;f200, 
leaves  £200,  the  duty  being  £100.  Should  the  Board 
elect  to  split  the  period,  the  enactment  does  not 
provide  for  the  £1,000  to  be  divided  in  proportions 
of  3  to  1  in  accordance  with  the  periods  of  owner- 
ship. The  intent  is  rather  to  ascertain  the  profit 
for  the  period  ended  31st  December,  1914.  If  it  is 
£850,  the  computation  will  be — 

Profit  in  accounting  period  of  9  months .     £850 
Standard  £600 :    Ax£600.         .         .       450 


Allowance  £200 :    1^2 


Excess    . 

.       400 

X 

£200        . 

.       150 
2)250 

Duty  (at 

50%)  £125 

NEW   BUSINESSES  AND    NEW   PROPRIETORS       Gif 

The    second    period    would    then    be    reviewed    as  87.  change 

^  in  ownership 

follows ^'"'"S  . 

luiiuwa  accounting 

Profit  in  accounting  period  of  3  months.     ;f  150  E!JJ^.) 
Standard  £600 :    A  x  £600          .         .       150 


No  excess. 

It  will  be  observed  that  in  this  case  the  aggregate 
duty  is  £125,  against  the  £100  found  to  be  payable 
if  the  period  were  not  split. 


CHAPTER  VI 

The  Computation  of  Profits  : 
General  Rules 


on  Income 
Tax  rules 
where  not 
directed 
otherwise. 


SPECIAL  COMPUTATION  FOR  THE  PURPOSE — INCOME 
TAX  REGULATIONS  TO  BE  OBSERVED  IN  THE 
ABSENCE  OF  DIRECTION  OTHERWISE — SUMMARY  OF 
RULES — NO  AVERAGE — ACTUAL  PROFITS  ARISING 
IN  THE  PERIOD — INTEREST,  ETC.,  EXCLUDED — 
TRADE  PREMISES  OWNED  INCLUDED— INCOME  FROM 
INVESTMENTS  EXCLUDED — DEVELOPMENT  AND 
OTHER  EXPENSES  TO  BE  ALLOCATED  TO  PROPER 
PERIODS — ^ARTIFICIAL  TRANSACTIONS — SUBSTITU- 
TION OF  OTHER  ASSETS. 

88.  Separate  38.  In  ascertaining  what  profit  has  been  made,  for  the 

computation  «=»  *-  r 

purposes  of  Excess  Profits  Duty,  a  separate  computation 
is  to  be  made,  irrespective  of  any  computation  required 
for  any  other  purpose.  In  the  absence  of  express  direc- 
tion on  any  matter  the  rules  of  the  Income  Tax  Acts 
are  to  be  observed. 

The  profits  arising  from  any  trade  or  business  to  which 
this  Part^  of  this  Act  applies  shall  be  separately  determined 
for  the  purpose  of  this  Part^  of  this  Act,  but  shall  be  so 
determined  on  the  same  principles  as  the  profits  and  gains 
of  the  trade  or  business  are  or  would  be  determined  for  the 
purpose  of  Income  Tax,  subject  to  the  modifications  set  out 
in  the  First  part  of  the  Fourth  Schedule  to  this  Act  and  to 
any  other  provisions  of  this  Act.  {Finance  (No.  2)  Act, 
1915,  s.  40  (1).) 

The    profit    estimated    for    purposes    of    Excess 

*  i.e.,  the  Fart  relating  to  Excess  Profits  Duty. 
90 
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Profits  Duty  will,  in  many  cases,  be  the  same  as  88.  separate 

*1  >^     "  computation 

that  taken  for  Income  Tax  purposes.  o»  income 

*        *  Tax  rules 

The  following  summary  of  Income  Tax  rules  jJ^J^S^* 
governing  the  computation  of  profit  is  taken  from  ^^^" 
the  Author's  Income  Tax  Practice — 

Add  io  the  profit  shown  by  the  trader's  account  such  of  the 
following  items  as  appear  therein — 

(a)  The  cost  of  additions,  extensions  and  improvements 
to  premises,  fixtures  or  plant  (including  such  items  as  an 
additional  cart,  a  new  shop  front,  an  additional  typewriter, 
etc.),  so  far  as  they  have  been  charged  against  profits. 

{b)  The  amount  of  any  sums  written  off  as  depreciation, 
as  additions  to  reserves,  or  to  a  suspense  account.  (A 
distinct  claim  may  be  made  in  respect  of  depreciation  of 
plant  and  machinery.) 

{c)  Any  expenses  incurred  in  setting  up  the  business 
which  have  been  charged  against  the  profits  {e.g.,  a  com- 
pany's preliminary  expenses,  goodwill  written  off,  the 
entrance  fee  to  the  Stock  Exchange,  etc.). 

{d)  Any  expense  incurred  in  obtaining  or  re-arranging 
capital,  so  far  as  it  has  been  charged  against  profits  [e.g.,  a 
lawyer's  charge  for  obtaining  a  loan,  interest"^  on  a  loan 
other  than  certain  bank  interest,  the  cost  of  issuing  shares 
or  debentures,  etc.). 

{e)  Expenses  charged  against  profits  in  respect  of  other 
capital  matters  {e.g.,  the  cost  of  a  deed  of  partnership,  the 
premium  or  other  payment  for  a  lease,  etc.). 

{/)  Drawings  by  or  allowances  to  the  trader  himself  or 
to  his  wife,  whether  under  the  name  of  interest  on  capital, 
drawings,  salary  or  wages;  also  payments^  to  retired  or 
sleeping  partners. 

{g)  Expenses  viewed  by  the  Acts  as  being  personal  to 
the  trader  {e.g.,  subscriptions,*  charitable  donations,* 
income  tax,  the  cost  of  the  trader's  maintenance  or  that 
of  his  family  or  domestic  servants,  life  assurance  premiums*). 

*  Interest,  ground  rent,  annuities,  etc.,  need  not  be 
added  back  for  Excess  Profits  Duty  purposes — see  Rule  40. 

2  Payments  to  former  partners  need  not  be  added  back 
for  Excess  Profits  Duty  purposes. 

*  See  note  on  page  95. 

*  No  allowance  whatever  is  made  for  Excess  Profits 
Duty  purposes  in  respect  of  life  assurance  premiums. 
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88.  Separate 
computation 
on  Income 
Tax  rules 
where  not 
directed 
otherwise. 
-^contd.) 


{h)  Any  charge  exceeding  that  allowed  by  the  Acts  in 
respect  of  business  premises^  or  rent,  rates,  lighting,  where 
the  trader  resides  on  the  premises  in  which  the  business  is 
carried  on. 

(z)  Expenses  not  wholly  and  exclusively  laid  out  for  the 
purposes  of  trade. 

(/)  Annual  interest,'^  ground  rent,  annuities,  etc.,  from  all 
of  which  the  trader  should  deduct  tax,  at  the  highest  rate. 

{k)  The  value  of  any  goods  supplied  without  payment 
to  the  trader's  family  or  to  another  trader  in  return  for 
goods  not  used  in  the  business. 

(/)  Any  bad  debts  written  off  in  previous  years  but  now 
recovered  and  added  to  the  bad  debts  reserve. 

Deduct /rom  the  profit  shown  by  the  trader's  account  such 
of  the  following  items  as  appear  therein. 

{m)  A  due  charge  for  the  annual  value  of  the  business 
premises^  if  they  are  owned  by  the  trader  and  if  no  rent 
has  been  charged  in  the  accounts. 

{n)  Any  receipts  from  sub-tenants,  provided  that  no 
charge  has  been  made  in  the  accounts  in  respect  of  the 
premises  sublet;  similarly,  rents  received  from  any  property 
owned  by  the  trader.*  It  will  be  understood  that  these 
deductions  will  be  made  only  if  the  rents  in  question  are 
included  in  the  accounts  as  receipts. 

(o)  Sums  charged  against  reserve  or  suspense  accounts 
which  the  trader  was  entitled  to  charge  against  the  year's 
profit  {e.g.,  an  ascertained  bad  debt  or  other  trading  loss). 

(p)  The  actual  amount  of  dividends*  (taxed  before 
receipt)  included  in  the  profits;  also  any  other  taxed  income 
included  in  the  profits. 

As  shown,  there  are  certain  distinctions  between 
Income  Tax  and  Excess  Profits  Duty  rules  operating 
in  various  circumstances.  These  distinctions  are 
the  subjects  of  certain  of  the  later  rules,  which  it 
may  be  useful  to  summarize  here. 


*  See  note  on  page  94. 
2  See  note  1  on  p.  91. 

*  Not  always  excluded  for  Excess  Profits  Duty  purposes 
— see  Rule  41. 

*  Not  always  excluded  for  Excess  Profits  Duty  purposes 
— see  Rule  42. 
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39.  The  actual  profits  arisiner  in  each  period  are  38.  separate 

^  or'  computation 

reviewed.  Ta.x"ru°S^ 

40.  Interest,   annuities,   etc.,   may  be   deducted  dSeS"* 
from  profits.  2^Su' 

41.  Trade  premises  and  lands  are  not  excluded. 

42.  The  proceeds  of  investments  are  excluded. 

43.  Capital  expenditure  may  not  be  charged. 
Development  expenditure,  etc.,  apportioned. 

44.  Artificial  transactions  are  prohibited. 

45.  Where  assets  are  changed. 

46-48.  The  abnormal  remuneration  of  directors, 
etc.,  is  restricted. 

49-51.  Income  Tax  is  not  an  allowable  expense  ; 
the  effect  of  payments  of  Excess  Profits  Duty. 

52.  Foreign  and  Colonial  taxation  deductible. 

53.  Colonial  Excess  Profits  Duty — special 
arrangement. 

54.  The  profits  on  long  contracts  may  be  properly 
allocated. 

55-57.  Suspended  contracts,  enemy  debts,  etc. 
58-63.  Depreciation    and    renewal    charges    are 
restricted  to  fair  average  amounts. 

64.  War  plant.     Special  rules. 

65.  Special  circumstances  requiring  the  modifica- 
tion of  rules.     (Patents.) 

The  general  intent  of  these  rules  is — 

(a)  To  allocate  items  to  the  appropriate  period  ; 

(b)  To  ensure  the  consideration  of  real  profits  ; 
{c)  To  secure  a  fair  basis  for  comparing  the 

profits  of  different  periods  ; 
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38.  Separate  (d)  To   providc   foF   sDccial   circumstanccs   in 

computation  \  *  ^  * 

TaxTuief         whlch  thc  Ordinary  rules  could  not  fairly  apply. 
directed"^         Rcfcrence  to  a  few  specific  items  may  be  desirable. 

otherwise. 

-{contd.)      Advertising. 

See  Rule  .43  as  regards  the  general  principles 
governing  this  matter.  It  may  be  observed  that 
from  trade  journals  it  appears  that  in  some  cases 
a  somewhat  larger  general  advertising  expenditure 
has  been  permitted  to  be  charged  in  the  Accounting 
Period  than  was  incurred  in  the  pre-war  years,  the 
ground  of  allowance  being  the  increased  cost  of 
publicity. 

There  has  been  much  criticism  of  the  alleged 
large  expenditure  on  advertising  during  the  war. 
Thus  Mr.  Wiles,  in  the  course  of  the  Budget  Debate 
on  23rd  April,  1918,  asked  the  Chancellor  of  the 
Exchequer  to  consider  the  large  amount  of  money 
which  is  being  spent  in  advertising  by  people  who 
pay  Excess  Profits.  He  understood  that  "  a  firm 
which  advertised  was  allowed  to  spend  the  same 
amount  in  advertising  in  proportion  to  their  turn- 
over that  they  spent  before  the  war.  That  might 
have  been  all  right  at  the  beginning  of  the  war, 
but  in  view  of  the  present  shortage  of  paper  and 
labour  he  thought  that  the  matter  should  be  recon- 
sidered." This  is  referred  to  here,  more  particu- 
larly because  of  Mr.  Bonar  Law's  reply  that  it  was 
"  a  matter  which  could  be  dealt  with  by  regulation." 

Business  Premises, 

The  normal  allowance  is  the  rent.  Where  the 
trader  resides  on  the  premises,  he  may  charge  a 
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proportion  thereof,  but  not  exceeding  two-thirds.  88.  separate 

*        *■  computation 

Where   he   owns   the   premises,   or   holds   a   lease,  ^^^"^^^ 
there  should  usually  be  substituted  for  rent,  five-  ^^^"^3''* 
sixths  of  the  gross  rental  value  (Schedule  A)  plus  !!ljSiJS' 
expenditure  on  repairs.     There  is  no  *'  two-thirds  " 
restriction  as  regards  residence  so  far  as  the  cost 
of  repairs  is  concerned.     (Under  the  Finance  Acts, 
1918,  an. increased  deduction  is  allowed  for  income 
tax  purposes  in  the  case  of  mills,  etc.,  owned  by 
the  trader.     See  page  60  as  to  this.) 

Charitable  Subscriptions. 

These  are  deductible  only  where  made  lor  the 
benefit    of    the    business    (e.g.,    contributions    to 
hospitals  by  which  employees  may  benefit). 
Exchange,  Losses  on. 

It  is  not  possible  to  deal  here  with  all  cases  of 
difficulty  arising  out  of  problems  of  exchange. 
The  general  principle  to  be  applied  is  that  balances 
of  money,  goods,  and  other  circulating  assets 
should  be  valued  at  the  rates  of  exchange  in  opera- 
tion at  the  date  to  which  the  account  is  made  up 
[i.e.,  at  the  end  of  the  Accounting  Period). 

(See  Hansard,  29th  June,  1917.) 

See    Rule    55    as    regards    matters    in    suspense 
through  the  war. 
Altered  Basis  of  Computation. 

Difficulty  often  arises  where  the  basis  of  Income 
Tax  computation  for  the  Accounting  Period  is  not 
the  same,  in  all  respects,  as  the  basis  adopted  in 
the  pre-war  years.     Thus — 

(1)  An  error  in  the  former  Income  Tax  basis  may 
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^m?^tS  ^^^^  ^^^^  discovered.     In  this  connection  it  must 

Tai^rSS^     be  remembered  that  the  Excess  Profits  Duty  is 

dirlcted''*     distinct    from    Income    Tax.     Any    error    in    the 

— (SSo'      amount  of  Income  Tax  paid  must  be  dealt  with 

separately.     As  regards  Excess  Profits  Duty,  the 

pre-war  computations   must   be   corrected  for   all 

future  purposes.     If  past   computations  prove  to 

be   incorrect   as   against   the   Revenue,   additional 

assessments  may    usually   be    made.    (Rule    110.) 

If  they  are  incorrect  as  against  the  taxpayer,  the 

Surveyor  will  usually  make  adjustments,  but  the 

law  does  not  compel  him  to  do  so  if  the  period 

limited  for  appeals  has  expired.     (Rule  114.) 

(2)  A  principle  of  income  tax  law  may  he  regarded 
differently  at  the  time  of  the  Accounting  Period. 
For  example,  the  assessment  of  Brewers,  in  regard 
to  their  tied  houses,  is  conducted  on  principles 
entirely  different  from  those  adopted  before  1914. 
The  same  considerations  apply  as  under  (1). 

(3)  The  law  may  he  altered  during  the  Accounting 
Period.  For  example,  under  the  Finance  Act,  1918, 
traders  who  own  and  occupy  mills,  factories,  and 
similar  premises,  are  entitled  to  deduct  the  full 
(and  not  five-sixths  of  the)  rental  value  under 
Schedule  A.  In  cases  such  as  these.  Rule  21  must 
be  observed.  The  amended  principle  will  be 
adopted  in  the  computation  of  the  profits  of  the 
Accounting  Period,  and  therefore  in  the  computation 
of  the  standard  for  comparison  therewith. 

Valuation  of  Stocks.    See  Chapter  XL 
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39.  The  profits  of  the  accounting  period,  with  regard  39.  Actual 
to  which  Excess  Profits  Duty  is  chargeable,  are  the  actual  period 


profits  arising  in  that  period,  and  not  the  average 
profits  of  any  other  periods,  nor  even  necessarily  the 
**  book-keeping  ' '  profit  of  the  period  concerned. 

The  profits  shall  be  taken  to  be  the  actual  profits  arising 
in  the  accounting  period  ;  and  the  principle  of  computing 
profits  by  reference  to  any  other  year  or  an  average  of  years 
shall  not  be  followed.  (Finance  (No.  2)  Act,  1915,  Fourth 
Schedule,  Part  1,1.) 

This  provision  has  regard,  of  course,  to  the  well- 
known  average  system  in  operation  for  Income  Tax 
purposes,  but  which  would  not  be  in  place  for  Excess 
Profits  Duty  purposes.  The  only  average  taken 
in  this  connection  is  that  explained  in  Rule  20,  by 
which  the  normal  pre-war  profits  are  standardized  by 
averaging  the  profits  of  certain  pre-war  trade  years. 

A  note  is  necessary  as  to  the  words  **  arising  in." 
It  was  realized  that  there  is  often  a  difference 
between  the  profits  which  **  arise  "  in  a  period  and 
the  profits  which  the  system  of  book-keeping  in 
vogue  causes  to  be  revealed  in  the  accounts.  This 
has  especially  to  do  with  Suspense  Accounts, 
Reserves,  and  Bad  Debts.  Strictly  speaking,  the 
precise  adjustment  should  be  made  each  year  for 
Income  Tax  purposes  ;  but  in  that  connection  a 
trader  is  sometimes  allowed  a  good  deal  of  latitude, 
inasmuch  as  what  falls  out  of  one  year  falls  into 
another.  But  for  purposes  of  the  tax  under  con- 
sideration, it  is  essential  that  all  matters  should  be 
exactly  allocated.  To  exclude  an  item  appertaining  to 

7— (1567) 


regarded. 
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39.  Actual 
profits  of 
period 
regarded, 
— (conid.) 


a  pre-war  year  from  that  year's  receipts  or  payments, 
and  to  include  it  in  the  accounts  of  a  during-war 
period,  might  be  and  often  must  be  a  serious  error. 
The  exact  apportionment  of  any  matter  must,  of 
course,  depend  on  the  particular  facts  of  the  case. 
The  only  way  to  ensure  accuracy  is  to  scan  the 
items  in  the  Trading  and  Profit  and  Loss  Accounts 
and  Balance  Sheet,  making  mental  interrogations 
as  to  possible  inexact  appropriations.  (In  this 
connection,  see  Chapter  IX  regarding  matters  in 
suspense  and  contracts  extending  over  more  than 
one  year,  and  Chapter  X  regarding  charges  for 
depreciation  and  renewals.  See  also  specimen 
accounts  in  Chapter  XVII.) 


40.  Proprie- 
tor's profit 
regarded, 
excluding 
interest,  etc. 


40.  The  amount  to  be  taken  as  profit  for  purposes  of 
Excess  Profits  Duty  is  not  to  include  sums  payable  to 
other  persons  in  the  way  of  interest,  rent,  royalties,  etc. 
The  proprietor 's  profit  only  is  to  be  regarded. 

The  principle  of  the  Income  Tax  Acts  under  which 
deductions  are  not  allowed  for  interest  on  money  borrowed 
for  the  purpose  of  the  trade  or  business,  or  for  rent,  or 
royalties,  or  for  other  payments  Income  Tax  on  which  is 
collected  at  the  source  (not  being  payments  of  dividends 
or  payments  for  the  distribution  of  profits)  shall  not  be 
followed.  {Finance  (No.  2)  Act,  1915,  Fourth  Schedule, 
Part  I,  2.) 

This  rule  is  necessary  to  prevent  the  application 
of  the  Income  Tax  Regulation  under  which  the 
assessment  on  a  concern  includes  the  part  of  the 
(so-called)  profits  which  will  be  paid  away.  The 
Income    Tax    Acts    make    this    perfectly    fair    by 
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authorizing  the  concern  to  deduct  from  the  recipients  ^;.fL^rofit 
of  such  payments  an  appropriate  portion  of  its  tax.  eSd^ng 
This  is  not  possible  in  the  case  of  Excess  Profits  '-l^S'.^* 
Duty,    and    the    assessment    must,    therefore,    be 
restricted  to  the  real  net  profits.      The  following 
comparative  statement  will  illustrate  the  ma^+'sr. 

A  Company's  Profit. 


/^ 

(i) 

(ii) 

(iii) 

Per  account 
Income  Tax 

For  its  own 
purposes. 

i 

.      10,048 

For  Income 
Tax  purposes. 

£ 

10,048 

For  Excess 

Profits  Duty 

purposes. 

£ 

10.048 

charged  .      . 
Added  to  Reserve 
Interest  on 

743 

2,000 

743 

2,000 

loan  paid 
Patent  Royalt: 
paid  . 

ies 

400 
150 

£10,048       £13,341       £12,791 


It  will  be  seen  that  the  rules  prescribed  by  the 
Income  Tax  Acts  are  followed  save  where  there  is 
express  direction  to  the  contrary. 

Payments  of  dividends  may  not  serve  to  reduce 
the  profits  for  Excess  Profits  Duty  purposes, 
neither  may  any  other  distributions  of  profits. 
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40.  Proprie- 
tor's profit 
regarded 
excluding 
interest,  etc. 
—{contd.) 


Debenture  Interest  is  not  mentioned  in  the  Act, 
but  should  undoubtedly  be  allowed  as  a  deduction, 
as  it  is  not  a  distribution  of  proprietors'  profit. 

It  is  sometimes  asked  whether  Debenture  Interest 
must  be  deducted  in  the  Standard  Period  computa- 
tion, in  a  case  in  which  there  is  no  similar  charge  in 
the  Accounting  Period,  because  the  Debentures 
have  been  redeemed.  The  answer  is  in  the  affirma- 
tive. The  business  loses  tax  by  reason  of  the 
increased  profits,  but  gains  (probably)  still  more 
by  reason  of  the  allowance  in  respect  of  increased 
capital.     (Rule  96.) 

Similarly,  when  Debentures  are  issued  during 
the  Accounting  Period,  there  is  a  diminution  of 
tax  by  reason  of  the  reduction  of  profits,  but  an 
increase  of  tax  by  reason  of  the  adjustment  in 
respect  of  decreased  capital.     (Rule  97.) 

Of  course,  there  are  usually  other  elements  in 
such  transactions — see  the  Notes  on  page  288. 


41.  Inclusion  41.  Any  profits  arising  from  lands  or  buildings  owned 
by  the  concern  and  used  in  the  business  are  to  be  taken 
into  account. 


of  property 
owned  and 
used  in  the 
business. 


The  principle  of  the  Income  Tax  Acts  under  which 
profits  or  gains  arising  from  lands,  tenements,  or  here- 
ditaments forming  part  of  the  assets  of  the  trade  or  business 
are  excluded  shall  not  be  followed.  (Finance  (No.  2)  Act, 
1915,  Fourth  Schedule,  Part  I,  2.) 


This,  again,  is  a  distinction  from  the  Income  Tax 
Acts.     These    profits    are    not    included    in    the 
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Schedule  D  assessment,   because  they  have  been  tt.  inclusion 

'  •'  c>t  property 

taxed  under  Schedules  A  and  B.  There  are  no  such  S^'^'X 
schedules  in  the  Excess  Profits  Duty  scheme,  and  ^'S.) 
no  differentiation  can  be  made.  The  profit  arising 
from  lands  and  buildings  occupied  is,  in  fact,  the 
amount  saved  by  reason  of  other  lands  and  buildings 
not  having  to  be  rented.  The  rule,  therefore,  is 
that  no  deduction  from  profits  may  be  made  on 
account  of  such  matters.  Ground  Rents  and 
Mortgage  Interests  are  deducted  under  Rule  40. 
That  rule  and  this  both  serve  to  approximate  the 
profit  for  Excess  Duty  purposes  to  the  profit 
as  estimated  for  the  purposes  of  the  concern. 

The  clause  **  and  used  in  the  business "  is 
important.  The  words  of  the  Act  will  have  been 
seen  to  be  "  forming  part  of  the  assets  of  the  trade 
or  business,"  which  is  not,  on  the  face  of  it,  the 
same  thing.  But  Rule  42  requires  the  income  from 
investments  to  be  excluded  from  the  computation  ; 
and  Rule  89  requires  the  exclusion  of  all  capital, 
the  income  from  which  is  ignored,  from  any  com- 
putation of  the  assets  of  the  concern.  It  follows 
that  the  offices  of  a  company,  for  example,  should 
be  included  in  the  Rule,  because  they  form  part  of 
the  assets  of  the  business,  as  also  do  Colliery  cot- 
tages and  a  Brewers'  tied  houses.  But  if  a  company 
had  invested  its  surplus  funds  in  house  property, 
that  property  would  not  form  part  of  the  assets  of 
the  business  for  Excess  Profits  Duty  purposes,  and 
should  not,  therefore,  be  included  in  the  operation 
of  Rule  41. 
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Sn^f ^"'         42.  Income  from  investments  may  not  form  part  of 
inveSrae'nt^  *^^  profits  for  Excess  Profits  Duty  purposes.     Rule  86 

indicates   exceptions   in   the    cases    of    life    assurance 

businesses  and  investment  companies. 

In  estimating  the  profits  no  account  shall  be  taken  of 
income  received  from  investments.  {Finance  (No.  2)  Act, 
1915,  Fourth  Schedule,  Part  I,  8.) 

It  will  be  remembered  that  such  income  is  ignored 
in  estimating  pre-war  profits  as  well  as  the  profits 
of  the  accounting  period.  All  that  the  Act  really 
does,  therefore,  'is  to  order  that  variations  in  the 
income  from  investments  shall  be  ignored,  except 
where  a  Percentage  Standard  is  granted,  in  which 
case  it  prevents  the  taxpayer  reducing  the  taxable 
excess  by  the  difference  between  the  statutory 
percentage  (or  the  statutory  percentage  plus  3% — 
Rule  96)  and  the  actual  percentage  yield  on  the 
investment. 

Investments  in  Government  War  Securities. 

Official  notices  have  been  issued  from  time  to 
time,  assuring  the  public  that  liability  to  Excess 
Profits  Duty  cannot  increase  by  the  mere  fact  of 
investment  in  Government  War  Securities. 

The  reasoning  adopted  is  that  regard  is  paid  not 
to  the  nature  of  the  investment,  but  to  the  possi- 
bility or  probability  of  the  capital  sum  being 
required  for  use  in  the  business.  Taxpayers  are 
therefore  assured  that  a  Bank  deposit  has  no  more 
chance   than    a    War   Loan    Investment    of   being 


income  from 
investments. 
—{contd.) 
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deemed  to  represent  part  of  the  capital  of  the  ^/oY^" 
business.  In  determining  the  matter,  the  latter, 
just  as  much  as  the  former,  is  regarded  as  money 
able  to  be  used  in  the  business  whenever  required. 
The  only  question  is  whether  the  financial  condi- 
tion of  the  concern  is  such  that  the  stated  sum 
can  reasonably  be  viewed  as  a  sum  which  it  is 
advisable  to  have  ready  for  actual  use  therein. 

The  following  is  the  text  of  the  principal  official 
notices — 

Excess  Profits  Duty  and  War  Loan 

A  misapprehension  exists  in  certain  quarters  as 
to  the  effect  of  subscription  to  the  War  Loan  on 
the  liability  to  Excess  Profits  Duty. 

It  has  been  suggested  that  if  money  is  placed  on 
deposit  at  a  bank  or  invested  in  Treasury  Bills, 
it  will  necessarily  be  treated  as  additional  capital 
employed  in  the  business,  so  as  to  entitle  the  owner 
of  the  business  to  an  allowance  in  the  Excess  Profits 
Duty  assessment ;  whereas  the  same  money,  if 
invested  in  War  Loan,  would  be  treated  as  with- 
drawn from  the  business.  This  is  not  the  case. 
The  Board  of  Inland  Revenue  can  only  regard 
money  placed  on  deposit  at  a  bank  or  invested  in 
Treasury  Bills  as  employed  in  the  business  (with 
the  consequent  addition  to  the  profits  of  the  yield 
therefrom),  if  the  money  will  be  required  within  a 
limited  period  for  the  purposes  of  the  business. 
They  will  be  ready  to  receive  in  connection  with 
Excess  Profits  Duty  returns,  claims  that  holdings 


—iamtd.) 
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«.^Exciu-     Qf  ^g^j.  Loan  should  be  regarded  as  employed  in 
iS^^meS?'.  the    business    and    to    judge    them    by    no    less 
favourable  test. 

The  suggestion  has  also  been  made  that  by 
leaving  capital  on  current  account  at  a  bank  (with- 
out interest),  taxpayers  can  secure  the  benefit  of  a 
like  capital  allowance  for  Excess  Profits  Duty  pur- 
poses even  when  the  capital  is  not  and  will  not  be 
required  for  business  purposes.  The  Government 
cannot  regard  a  claim  of  this  character  as  within 
the  spirit  or  intention  of  the  Excess  Profits  Duty 
Acts,  and  they  propose  to  apply  for  Parliamentary 
sanction  for  any  legislation  necessary  to  remove 
doubts  upon  this  subject. 

There  is  therefore  no  warrant  for  the  suggestion 
that  taxpayers  will  suffer  in  relation  to  Excess 
Profits  Duty  by  investing  surplus  funds  in  the 
War  Loan. 

Excess  Profits  Duty  and  National  War  Bonds 

"  Inquiries  having  been  made  in  various  quarters 
as  to  the  effect  of  subscription  to  National  War 
Bonds  on  the  liability  to  Excess  Profits  Duty,  it  is 
now  announced  by  the  Commissioners  of  Inland 
Revenue  that  the  position  with  regard  to  invest- 
ment in  such  bonds  differs  in  no  way  from  that  of 
similar  investments  in  War  Loan,  in  relation  to 
which  notices  appeared  in  the  Press  on  19th  January 
and  12th  March  last. 

"  Capital  which  is  or  will  shortly  be  required  for 
the  purposes  of  a  business  will  for  Excess  Profits 
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Exclu- 


Duty  be  treated  as  capital  employed  in  the  busi-  ^^^^ 
ness,  whether  invested  in  War  Loan,  Exchequer  InvTj^mT. 
Bonds,  or  National  War  Bonds  ;  and  while  claims  ~~^"^-'> 
that  holdings  shall  be  so  treated  must,  in  the 
diverse  conditions  of  business,  necessarily  fall  to 
be  determined  according  to  the  facts  of  individual 
cases,  they  will  be  judged  by  tests  no  less  favour- 
able than  those  applied  to  money  on  deposit  at  a 
bank  or  invested  in  Treasury  Bills." 

43.  Expenditure  for  the  development  of  the  trade  or  ^^^^''^^''^ 
otherwise  in  respect  of  the  business  may  only  be  admitted  expenditure. 
if  it  is  allowed  under  the  Income  Tax  Acts,  and,  even 
then,  only  so  much  thereof  may  be  admitted  as  appears 
to  the  Commissioners  of  Inland  Revenue  to  be  properly 
attributable  to  the  period  in  question. 

Deductions  [for  wear  and  tear  or  for  any  expenditure  of 
a  capital  nature  for  renewal,  ^  or]  for  the  development  of  the 
trade  or  business  or  otherwise  in  respect  of  the  trade  or 
business,  shall  not  be  allowed  except  such  as  may  be 
allowed  under  the  Income  Tax  Acts,  and  if  allowed  shall 
be  only  of  such  amount  as  appears  to  the  Commissioners 
of  Inland  Revenue  to  be  reasonably  and  properly  attributable 
to  the  year  or  accounting  period.  (Finance  (No.  2)  Act, 
1915,  Fourth  Schedule,  Part  I,  3.) 

The  whole  of  the  enactment  in  question  is  set  out 
above.  It  is  not  considered  that  the  portion  which 
is  the  subject  of  Rule  43  has  any  reference  to  the 
words  "  capital  nature "  which  govern  another 
sentence  of  the  Act.    This  conclusion  is  founded  in 

*  See  Chapter  X. 
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«^  Develop,  p^^j.^  qj^  ^^le  positioii  of  the  commas  in  the  Act 
—^oi^T'''  (exactly  reproduced  above,  except  as  regards  the 
bracket),  but  still  more  on  the  fact  that  no  develop- 
ment expenditure  of  a  capital  nature  is  admitted 
under  the  Income  Tax  Acts. 

This  Rule  would  appear  to  give  the  Commis- 
sioners of  Inland  Revenue  the  right  to  insist  on 
the  re-apportionment  of  any  charge  shown  in  the 
accounts,  such  charge  being  of  the  same  nature  as 
the  development  expense  previously  cited.  (This 
is  the  effect  of  the  ejusdem  generis  rule.)  Charges 
in  respect  of  depreciation  and  renewals  are  dealt 
with  in  Chapter  X.  The  general  rule  as  to  the 
correct  apportionment  of  all  matters  is  set  forth 
in  Rule  39.  The  present  Rule  would  refer  to 
advertising  expenditure,^  which  might  be  excep- 
tionally heavy  in  a  particular  year  without  affecting 
the  profits  of  that  year  more  than  another  (e.g., 
advertising  plant  might  be  considerably  renewed). 
Even  more  especially  would  it  refer  to  busi- 
nesses which  require  much  "  developing,"  that 
of  a  Land  Development  Company,  for  instance. 
Of  course,  no  adjustment  is  likely  to  proceed  on  the 
principle  that  the  necessary  development  expense 
of  early  years  should  be  spread  over  the  later  period 
in  which  profits  are  expected.  This  might  be  to 
equalize  the  profits  over  the  life  of  the  company. 
But  many  expenses  might  require  adjustment  over 
neighbouring  years.  Any  apparent  injustice  in 
the  case  of  such  a  company  would  possibly  be  met 

1  See  also  p.  94. 
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by  an  application  under  Rule  27  for  a  modifica-  j^en^^*^°^ 
tion  of  the  percentage  rate  of  profit  to  be  expected  ffJS^i!""* 
from  a  business  which  could  only  expect  to  show  a 
profit  during  a  few  of  the  years  in  which  it  exists. 

44.  No  transaction  or  operation  may  serve  to  reduce  44.  Artificial 

'f    •    n         1  r      .  /-  »T       ^      •   •  o*^  fictitious 

artificially  the  amount  of  the  profits.    No  fictitious  or  transactions. 
artificial  transaction  may  be  entered  into  with  this  object. 
Notice  is  required  to  be  given  if  this  has  been  done  before 
the  passage  of  the  Act.     A  penalty  of  £100  may  be 
imposed  for  non-compliance. 

No  deduction  shall  he  allowed  in  respect  of  any  transac- 
tion or  operation  of  any  nature,  where  it  appears,  or  to  the 
extent  to  which  it  appears,  that  the  transaction  or  operation 
has  artificially  reduced  the  amount  to  he  taken  as  the 
amount  of  the  profits  of  the  trade  or  husiness  for  the 
purposes  of  this  Act.  (Finance  (No.  2)  Act,  1915,  Fourth 
Schedule,  Part  I,  5.) 

A  person  shall  not,  for  the  purpose  of  avoiding  the 
payment  of  Excess  Profits  Duty,  enter  into  any  fictitious  or 
artificial  transaction  or  carry  out  any  fictitious  or  artificial 
operation,  and,  if  he  has  entered  into  any  such  transaction 
or  carried  out  any  such  operation  hefore  the  commencement 
of  this  Act,  shall  inform  the  Commissioners  of  Inland 
Revenue  of  the  nature  of  the  transaction  or  operation. 
(Finance  (No.  2)  Act,  1915,  s.  44  (3).) 

This  rule,  in  its  entirety,  prohibits  all  evasion  of 
the  duty,  whether  by  acts  intended  for  that  pur- 
pose or  not.  The  first  enactment  printed  above 
does  not  appear  to  refer  to  cases  of  evasion,  but  the 
second  enactment  clearly  has  that  intent.  It  need 
only  be  remarked    that  an  act  may  be  perfectly 
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OTfi^tki^SL*^  legitimate   and   straightforward,    and   yet   it   may 
^-n'Sir*  require  to  be  disregarded  for  Excess  Profits  Duty 

purposes.     The  penalty  would  not  be  incurred  in 

such  a  case. 

46.  Sub-  45.  Where   any   concern   sells   the   particular   assets 

stitution  of  ^  .  "^  '^ 

other  assets,  which  it  is  its  business  to  manage,  and  purchases  new 
assets,  the  capital  must  be  taken  to  have  varied  only  by 
the  difference  between  the  selling  price  of  the  old  assets 
and  the  purchase  price  of  the  new  assets. 

It  is  hereby  declared  that,  where  any  business  or  trade  is 
confined  to  the  management  of  any  particular  assets,  but 
power  exists  to  substitute  other  assets  for  those  particular 
assets  or  any  of  them,  such  a  substitution  shall  not  be 
deemed,  for  the  purposes  of  Part  III  of  this  Act,  to  con- 
stitute a  change  of  ownership  of  the  business ;  but,  where 
any  such  substitution  has  been  carried  out  by  the  sale  of 
assets  and  the  purchase  of  other  assets,  the  capital  of  the 
trade  or  business  shall  be  taken  to  be  increased  or  decreased, 
as  the  case  may  be,  only  by  the  amount  of  the  difference 
between  the  price  of  the  assets  purchased  and  the  price 
obtained  for  the  assets  sold,  and  the  capital  representing 
the  assets  purchased  shall  be  estimated  on  the  same  basis 
for  all  the  purposes  of  Part  III  of  this  Act.  (Finance 
(No.  2)  Act,  1915  ;    Fourth  Schedule,  Part  II,  6.) 

The  point  is  that  the  variation  in  capital  is  to  be 
measured  according  to  the  difference  between  the 
price  obtained  (for  the  old  assets)  and  the  price 
given  (for  the  new  assets)  at  the  same  time  and  on 
the  same  level  of  values.  It  must  not  be  measured 
according  to  the  difference  between  the  purchase 
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prices  of  the  old  assets  (on  an  out-of-date  level  of  ^t^t^on  of 
values)  and  of  the  new  assets  (on  a  present-day  ^S,^^*^" 
level  of  values). 

For  example —  £ 

Ship  purchased  in  1908  for         .  .  15,000 

and  sold  in  1915  for       .         .  .  25,000 

New  ship  purchased  in  1915  for.  .  20,000 

But  for  the  rule  under  review,  the  shipowner  might 
claim  that  his  capital  had  increased  by  £5,000 
tf  15,000  to  £20,000).  Under  the  rule,  his  capital 
has  decreased  by  £5,000.  Instead  of  receiving  an 
allowance  under  Rule  96,  he  must  suffer  an 
adjustment  under  Rule  97. 

The  above  rule  does  not  apply  to  shipping  concerns 
to  whom  the  special  rules  of  Chapter  XV  have  been 
applied. 

N,B. — In  theory,  this  rule  is  not  limited  to 
Shipping  Companies. 


CHAPTER  VII 

The  Computation  of  Profits  : 

the    Restriction    of    Deductions    for 

Remuneration  of  Officials 

GENERAL  RULE  REGARDING  RESTRICTION — RECOUP- 
MENT BY  EMPLOYERS — COMPANY  TREATED  AS 
FIRM. 

g^Restric-  ^5^  jhc  general  rule  is  that  remuneration  allowed  to 
persons  concerned  in  the  management  of  a  business  for 
any  accounting  period  may  not  exceed  the  corresponding 
amounts  (or  a  proportionate  part  thereof,  as  the  case 
requires)  allowed  in  the  last  pre-war  trade  year.  But 
the  Commissioners  of  Inland  Revenue  may  depart  from 
this  rule  in  special  circumstances,  or  when  the 
remuneration  depends  on  profits. 

Any  deduction  allowed  for  the  remuneration  of  directors, 
managers,  and  persons  concerned  in  the  management  of 
the  trade  or  business  shall  not,  unless  the  Commissioners 
of  Inland  Revenue,  owing  to  any  special  circumstances 
or  to  the  fact  that  the  remuneration  of  any  managers  or 
managing  directors  depends  on  the  profits  of  the  trade  or 
business,  otherwise  direct,  exceed  the  sums  allowed  for  those 
purposes  in  the  last  pre-war  trade  year  or  a  proportionate 
part  thereof  as  the  case  requires.  (Finance  (No.  2)  Act, 
1915,  Fourth  Schedule,  Part  I,  5.) 

Payments  made  to  directors,  managers,  and  others 
are  not  in  themselves  liable  to  Excess  Profits  Duty 
by  direct  assessment.  But  for  the  present  rule, 
therefore,  a  company  might  prefer  to  pay  its  excess 

no 
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profits  to  its  directors  and  so  reduce  its  nominal  J^j,^^'*''^'*^* 
profits  below  the  margin  of  liability.     This  could  — <'^'^''  > 
very  easily  happen  where  the  managing  officers  were 
also  considerable  shareholders. 

An  example  will  be  given  showing  the  operation 
of  the  general  rule,  permitting  increments  to  bond 
fide  employees  but  disallowing  any  increase  in  the 
remuneration  of  the  management. 

Profits  before  charg-  Pre-war  years.           1916. 

ing    salaries,    fees,        ^ ■ ^ 

etc.      .         .         .  £10,800  £12,600  £18,400 

Salaries  to  clerks,  etc.  1,250       1,470       1,730 
Salaries  and  fees  to 

the  management  2,500       2,800       3,500 

Net  profits       .         .  7,050       8,330     13,170 
Standard  = 


£7,050  4-8.330 


=     £7,690 


Profits  of  Accounting 

Period  =       £13,170 

P/«s  £3,500 -£2,800=       700 


Excess   =  £13,870  -  £7,690  - 

(allowance)   =         .       .         .  .      £5,980 

Duty  (at  60%)  =    .         .         .  .     £3,588 

Of    which    60%    on  £700    may  be 

recovered  from  directors         .  .        £420 
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^^Restric-        YoT  puiposcs  of  any  future  allowances  (Rule  5) 
—{contd.)      .^^^  q£  ^Yie  income  tax  computations   (Rule  50), 

the  company  must  be  regarded  as  having  paid  £3,168, 

and    the    particular    directors    concerned    £420. — 

See  the  next  rule. 

In    the    House    of    Commons,    Ministers    have 

distinguished  between — 

(a)  cases  in  which  the  persons  engaged  in  the 
management  are  bond  fide  servants  of  the  com- 
pany, their  interest  being  quite  distinct  from 
that  of  the  proprietors  ;    and 

(b)  cases  in  which  the  persons  engaged  in  the 
management  are  virtually  identical  with  the 
proprietors  of  the  company. 

Until  the  discussion  on  the  Finance  Bill,  1916,  the 
Commissioners  of  Inland  Revenue,  acting  within 
the  discretionary  powers  referred  to  in  the 
closing  sentence  of  Rule  46,  were  lenient  in  the 
case  of  (a).  But  during  that  discussion,  the 
Government  accepted  a  new  clause  moved  by 
Sir  J.  Har mood-Banner,  which  is  the  subject  of 
Rule  47.  This  clause  made  directors,  managers, 
etc.,  indirectly  liable  to  the  duty  in  respect  of 
increase  in  remuneration.  In  accepting  the  clause, 
Mr.  McKenna  (Chancellor  of  the  Exchequer)  said 
that  the  lenient  action  in  the  case  of  (a)  must  be 
withdrawn  in  part,  and  that  Excess  Profits  Duty 
would  be  levied,  through  the  company,  on  part  of 
the  increase  of  remuneration  in  the  case  of  (a), 
say,  on  every  individual  increase  beyond  £2,000. 
That   is   to   say,   a   director  receiving  £5,000  per 
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annum   before   the   war   and  £10,000   per   annum  4«.  Restric- 
during  the  war  might   bear  Excess   Profits   Duty  — (^«a/.) 
(through  the  company  under  Rule  47)  on  ;f3,000 
[£10,000 -(;e5,000+i2,000)j. 

Mr.  McKenna :  "  We  shall  have  to  fix  some 
limit,  because  I  do  not  wish  at  all  to  withdraw 
from  a  concession  made  last  year.  We  shall  have 
to  fix  some  limit  which  we  shall  always  allow  as  an 
expense  of  the  business,  but  beyond  that  we  should 
not  propose  to  allow  these  large  sums  as  an  expense 
of  the  business.  .  .  .  Last  year  we  agreed  to  make 
an  allowance,  and  that  in  estimating  the  profits 
for  the  purpose  of  Excess  Profits  Duty,  the  addi- 
tional amount  paid  to  the  manager  should  be 
treated  as  an  expense.  We  have  followed  that 
rule.  We  did  not  intend  that  that  rule  should 
apply  where  the  manager  who  was  getting  £1,000 
now  gets  £15,000.  An  increase  of  that  kind  of  war 
profits  was  never  intended.  Now  we  have  come 
to  the  conclusion  that  we  must  fix  a  limit  beyond 
which  the  excess  earnings  of  a  manager,  who  is 
paid  by  the  percentage  on  the  profits,  must  not 
be  allowed  to  be  reckoned  as  an  expense  in  the 
business.  Suppose  we  limit  it  to  £2,000  a  year — 
I  do  not  say  that  is  the  figure,  but  I  take  it  because 
it  has  been  mentioned — and  the  manager  gets 
£10,000,  the  £2,000  would  be  treated  as  an  expense 
and  the  £8,000  as  an  excess  profit." 

As  regards  cases  under  (b),  the  "  general  rule  " 
(Rule  46)  is  applied,  except  where  Rule  48  is  made 
to  operate. 

8-{l567) 
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48.^Restric-  jj^g  right  of  the  Commissioners  of  Inland  Revenue 
—icontd.)  ^Q  restrict  charges  in  respect  of  remuneration  was 
called  in  question  in  Rex  v.  Inland  Revenue  Com- 
missioners, ex  parte  William  France  Fenwick  &  Co., 
Ltd.,  1917.  It  was  held  that  even  when  the  re- 
muneration depends  on  profits  (under  pre-war 
agreements  in  this  case)  the  Commissioners  have  the 
right  to  disallow  all  or  part  of  the  remuneration 
charged  in  excess  of  that  of  the  last  pre-war  year. 
Reading,  L.C.J. :  "  By  paragraph  5  (of  Schedule 
IV,  Part  I),  it  is  provided  that  any  deduction 
allowed  for  the  remuneration  of  directors  shall,  as 
a  general  rule,  not  exceed  the  sum  allowed  for  that 
purpose  in  the  last  pre-war  trade  year.  It  may 
have  been  thought  that  that  might  lead  to  injustice, 
and  accordingly  Parliament  provided  for  it,  and 
excepted  from  the  general  rule  cases  in  which  the 
Commissioners  '  owing  to  any  special  circumstances 
or  to  the  fact  that  the  remuneration  of  any  managers 
or  managing  directors  depends  on  profits  of  the 
trade  or  business,  otherwise  direct.* 

**  With  regard  to  the  first  of  those  conditions, 
the  existence  of  special  circumstances,  it  is  not 
disputed  that  it  is  entirely  within  the  discretion 
of  the  Commissioners  whether  they  will  draw 
direct  or  not.  It  is  for  them  to  determine  whether 
the  facts  and  circumstances  established  constitute 
special  circumstances  upon  which  they  will  exercise 
their  discretion.  If  they  find  that  there  are  no 
special  circumstances,  there  is  no  discretion  ;  if 
they  find  th^re  are,  there  is  a  discretion.     No  doubt 
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what  was  thought  was  that  there  might  very  well  4i.  Restrk- 
arise  conditions  which  would  make  it  fair  and  — (c^d.) 
reasonable  that  some  further  remuneration  should 
be  paid  during  the  war  year.  It  was  thought 
impossible  to  prescribe  what  was  to  happen  in 
every  conceivable  condition  of  things  connected 
with  the  trade  and  business  of  the  whole  country 
during  the  war,  and  Parliament  solved  the  difficulty 
by  giving  this  wide  discretion  to  the  Commissioners." 

As  regards  the  second  condition  (the  dependence 
of  the  remuneration  on  the  profits) — 

**  It  is  contended  with  regard  to  that  condition 
that,  when  once  the  Commissioners  have  found 
that  the  remuneration  of  the  directors  depends  on 
the  profits  of  the  trade  or  business,  they  have  no 
longer  any  discretion,  and  it  is  obhgatory  of  them 
to  give  the  direction.  The  whole  question  is 
whether  that  is  a  proper  interpretation  of  the 
clause.  I  cannot  think  that  it  is.  It  seems  to  me 
that  the  introduction  of  the  sentence  beginning 
with  the  words  *  or  to  the  fact  '  was  for  the  purpose 
of  pointing  to  that  fact  of  the  remuneration  depend- 
ing on  the  profits  as  being  a  circumstance  which 
may  be  taken  into  account  by  the  Commissioners 
in  the  exercise  of  their  discretion.  I  cannot  read 
the  clause  as  imposing  on  them  the  statutory 
application  in  all  circumstances,  when  once  they 
have  found  that  the  fact  does  exist  to  allow  this 
deduction  of  the  profits." 

Avory,  J. :  '*  It  seems  to  me  to  be  plain  that 
there  are  two  events  in  which  the  Commissioners 
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^^Restric-    gf  Inland  Revenue  may  exercise  their  discretion. 

-iamid.)  Qj^g  jg  where  they  find  that  special  circumstances 
exist,  the  other  where  they  find  that  the  remunera- 
tion of  the  managing  directors  depends  on  the  profits." 
Swinfen  Eady,  LJ. :  As  regards  the  discretionary 
powers  of  the  Commissioners  of  Inland  Revenue 
owing  to  special  circumstances — 

"...  the  Commissioners  may  determine  whether 
there  are  any  special  circumstances  under  which 
more  than  the  pre-war  rate  of  remuneration  to  the 
directors  should  be  allowed  to  be  deducted.  It  may 
well  be,  for  instance,  without  there  being  any  con- 
tract to  pay  additional  remuneration  to  the  directors, 
that  by  reason  of  extra  and  diligent  services  rendered 
by  the  directors,  the  company  may  think  there  is 
a  fair  case  for  the  payment  of  extra  remuneration  ; 
and  if  the  Commissioners  take  that  view,  they  may 
allow  that  sum  as  a  deduction  in  assessing  the 
profits." 

As  regards  the  discretionary  powers  of  the 
Commissioners  of  Inland  Revenue,  where  the 
remuneration  depends  on  the  profits — 

"  Having  regard  to  the  fact  that  this  Act  is 
dealing  with  excess  profits,  which  alone  are  made 
the  subject  of  taxation,  where  the  remuneration  of 
the  directors  depends  on  the  profits,  probably  in  all 
or  most  cases  there  would  be  an  increase  in  the 
remuneration  of  the  directors  ;  as  the  profits  went 
up  so  would  the  remuneration  increase,  if  dependent 
on  profits.  It  may  have  been  thought  that  it  was 
expedient  to  prevent  any  question  arising  as  to 
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whether  that  could  be  deemed  a  special  circum-  JJ"/*^^*"*"' 
stance,  seeing  that  it  would  probably  arise  in  -<^*^'^-^ 
almost  every  case  of  excess  profits  duty  ;  it  may 
have  been  thought  that  by  way  of  precaution  it 
was  expedient  specially  to  mention  it.  It  may 
well  be  that  it  was  for  that  reason  that  the  second 
branch  of  the  exception  was  inserted." 

In  Thompson  Bros.  &  Co.  v.  Amis,  1917,  the  Court 
dealt  with  the  scope  of  the  words  descriptive  of  the 
class  of  director,  manager,  etc.,  whose  remuneration 
may  be  the  subject  of  restriction.  An  employee 
was  engaged  as  "  market  clerk  "  but  the  agreement 
did  not  describe  the  exact  nature  of  his  employment 
or  duties.  In  point  of  fact  his  work  was  of  a  much 
higher  character  than  that  of  other  market  clerks 
employed  by  the  firm.  His  remuneration  (after  a 
minimum  of  £600)  was  based  on  the  firm's  profits 
and  he  signed  cheques  for  the  firm. 

Held, 

(1)  that  the  question  of  title  to  recover  from 
directors,  etc.,  was  within  the  jurisdiction  of 
the  Court  (the  argument  that  arbitration  should 
determine  the  matter  was  abandoned :  the 
Judge  rejected  the  further  argument  that  the 
action  was  not  maintainable  until  the  duty  had 
been  paid  to  the  Revenue)  ; 

(2)  that  the  second  subsection  of  Section  49, 
Finance  Act,  1916,  was  not  limited  to  cases 
within  the  scope  of  the  first  subsection,  but 
that  it  applied  to  cases  within  paragraph  5  of 
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48.Restric-        Part  I  of  the  Fourth  Schedule  (i.e.,  that  Rule  47 

tion.  ^         ' 

—{contd.)  is  coextensive  with  Rule  46  and  not  merely  with 

Rule  48 ;   and 

(3)  that  the  market  clerk  in  question  was  less 
than  a  manager  but  more  than  a  clerk,  and  that 
his  remuneration  was  correctly  considered  to  be 
within  the  restrictive  clauses  of  the  Excess  Profits 
Duty  legislation. 

Sargant,  J.  :  "  That  phrase  '  person  concerned 
in  the  management  of  the  trade  or  business  '  is 
obviously  intended  by  the  Legislature  to  be  a 
phrase  of  wider  denotation  than,  and  including 
more  persons  than  are  included  in,  the  term 
*  manager.'  Looking  at  the  matter  all  round,  it 
seems  to  me  abundantly  clear  that,  if  not  actually 
a  manager,  as  to  which  I  have  some  doubt,  the 
defendant  was  at  any  rate  a  person  concerned  in 
the  management  of  the  business  in  question. 

"...  It  is  quite  clear  that  he  had  no  right 
to  receive  any  specific  parts  of  the  profits.  He 
could  not  under  any  circumstances,  I  think,  have 
had  a  receiver  of  any  part  of  the  profits  appointed 
.  .  .  but  in  my  judgment  I  should  be  straining 
words  and  not  giving  them  a  broad  business 
meaning,  such  as  I  think  ought  to  be  given  to 
words  in  legislation  of  this  kind,  if  I  were  to  hold 
that  the  defendant  did  not  come  within  the 
language  of  Subsection  3  merely  because  he  had 
no  specific  right  against  any  part  of  the  profits  of 
the  business." 

See    also    Collette  v.  Lockie,  Pemberton    &  Co., 


director  or 
manager. 
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1918,  and  Williamson   Film   Printing  Co.,  Ltd.    v. 
Inland  Revenue,  1918,  in  Appendix  III  of  this  book. 

47.  If  Rule  46    is    insisted    upon    as    respects    any  fj^^'^^'^'y 
accounting  period  ending  on  or  after  ist  July,  19 15,  the 
concern  may  recoup  itself  by  recovery  from  the  director 
or  manager  in  question.     Any  sum  so  recovered  is  to  be 
treated  as  having  been  paid  by  the  director  or  manager. 

//  as  respects  any  accounting  period  ending  on  or  after 
the  first  day  of  July,  nineteen  hundred  and  fifteen,  the 
Commissioners  of  Inland  Revenue  refuse  to  allow  a 
deduction  in  respect  of  any  increase  in  the  remuneration 
of  directors  of  any  trade  or  business,  and  the  taxpayer  is 
required  to  pay  excess  profits  duty  in  respect  of  the  dis- 
allowed deduction,  the  taxpayer  shall  he  entitled  to  recover 
from  any  such  director  the  amount  which  the  taxpayer 
has  paid  by  way  of  excess  profits  duty  in  respect  of  the 
increase  ;  but  any  amount  so  recovered  shall,  unless  the 
Commissioners  otherwise  direct,  be  treated  as  excess 
profits  duty  paid  by  the  director  from  whom  it  is  recovered 
and  not  as  excess  profits  duty  paid  by  the  taxpayer. 
(Finance  Act,  1916,  s.  49  (2).) 

In  this  section,  the  expression  "  directors "  includes 
any  m^jnagers  or  persons  concerned  in  the  management  of 
the  trade  or  business  who  are  remunerated  out  of  the 
funds  of  the  trade  or  business.  (Finance  Act,  1916, 
s.  49  (3).) 

The  following  decisions  have  to  do  with  disputes 
between  employers  and  employees  entitled  to  a 
share  of  the  profits  of  the  business.  The  question 
is  whether  the  employee's  share  should  be  com- 
puted on  the  profits  as  they  are  before  Excess 
Profits  Duty  is  paid,  or  on  the  net  amount.     The 
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hom^''^'^  former  view  is  taken,  but,  of  course,  the  question 
maSger!"^     Hiust  always  depend  on  the  terms  of  the  agreement. 

— {contd.) 

In   William  Hollins  &  Co.,  Ltd.  v.  Paget,   1916,  a 

manager's  commission  was  required  to  be  based  on 
the  profits  arising  in  excess  of  the  amount  required 
to  pay  certain  dividends. 

The  agreement  provided  inter  alia  as  follows — 

Clause  4  ;  "  There  shall  be  paid  by  the  company 
to  the  manager  by  way  of  salary  such  a  sum  as, 
with  any  fees  he  may  receive  as  a  director  of  the 
company,  shall  amount  to  ;f850  per  annum.  Such 
salary  shall  commence  from  10th  March,  1913,  and 
shall  be  payable  monthly." 

Clause  5  :  "  Whenever  the  profits  of  the  company 
made  during  the  financial  year,  or  other  period 
comprised  in  the  accounts  submitted  to  an  ordinary 
general  meeting  of  the  company  in  each  year,  are 
more  than  sufficient  to  pay  the  preference  dividends 
to  the  close  of  such  year,  or  other  period,  and  also 
to  pay  a  dividend  on  the  ordinary  paid-up  capital 
of  the  company  for  such  year,  or  other  period,  at 
the  rate  of  7  per  cent,  per  annum,  the  manager,  in 
addition  to  his  salary  aforesaid,  shall  be  paid  by 
way  of  commission  a  sum  equal  to  5  per  cent,  of 
the  excess.  Preference  dividends  in  this  clause 
include  the  dividends  on  all  shares  ranking  as 
regards  dividend  in  priority  to  the  ordinary 
shares." 

It  was  decided  that  the  commission  should  be 
computed  on  the  gross  profits,  before  the  payment 
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of  Excess  Profits  Duty.     Eve,  /.,  based  this  deci-  fJJ;^^^^''^ 
sion    on    two   grounds  :     First,    that    the    Finance  ^^^^*^^°"^ 
Act,  1916,  in  allowing  Excess  Profits  Duty  to  be  -<«>«^') 
set  against  the  Munitions  Levy  in  certain  circum- 
stances    (Rule     137),    assimilated    the    former   to 
the  latter.     As  the  latter  was  clearly  a  payment  of 
a  part  of  the  profits,  the  former  should  be  similarly 
regarded,  in  which  case  the  profits  (on  which  the 
commission  was  based)  included  the  Excess  Profits 
Duty.     Secondly,  that  the  company's  title  to  recoup 
itself  as  against  the  manager  (Rule  47)  was  based 
on  the  assumption  that  the  remuneration  was  paid 
out  of  the  gross  sum  in  respect  of  which  the  duty 
was  chargeable. 

Eve,  /.,  stated  that  the  decision  of  the  Court 
must  depend  on  the  true  character  of  the  Excess 
Profits  Duty  :  "  Is  it  a  percentage  of  the  profits 
of  the  company's  trade  or  business  appropriated 
for  public  purposes,  or  is  it  a  charge  or  duty 
imposed  on  the  company  which  only  relates  to 
profits  in  so  far  that  the  amount  is  determined  by 
ascertaining  how  much — 50  per  cent,  or  60  per  cent., 
as  the  case  may  be — of  the  company's  profits, 
computed  as  required  by  the  Acts,  amounts  to  ? 
...  It  is,  in  my  opinion,  a  contribution  to  the 
Exchequer  of  a  proportion  of  the  profits,  and  for 
the  purposes  with  which  I  am  dealing,  stands  very 
much  on  the  same  footing  as  the  income  tax. 
It  ought  not,  I  think,  to  be  deducted  before  ascer- 
taining the  excess  profits  on  which  the  defendant's 
commission  is  to  be  calculated.  ...     If  the  Excess 
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from**'°''"^  Profits  Duty  is  first  deducted  and  his  remuneration 

mSTager?'     ^s  Calculated  only  on  the  balance  of  excess  profits, 

—iconid.)      ^YiQ  company  would,  in  effect,  under  this  section  be 

recovering  from  the  director  a  payment  not  made 

on  his  own  behalf,  and  he  would  be  charged  twice 

over  with  the  duty." 

Thomas  v.  Haml3m  &  Co.,  1916,  was  a  clearer 
case,  inasmuch  as  the  commission  of  the  manager 
in  question  was  based  on  the  profits  of  certain 
branches.  It  was  held  that  such  profits  could  not 
be  reduced  by  a  portion  of  the  Excess  Profits  Duty 
which  was  chargeable  on  the  whole  business. 

Rowlatt,  J.  :  "  It  is  contended  that  the  Excess 
Profits  Duty  is  not  income  tax  ;  but  except  that 
there  are  variations  in  the  method  of  computation, 
I  cannot  see  what  else  it  is  but  an  income  tax. 
It  is  a  tax  upon  the  profits  made  during  the  year, 
in  so  far  as  they  exceed  a  certain  standard.  .  .  . 
Excess  Profits  Duty  is  simply  a  claim  by  the 
Government  to  take  a  share  of  the  profits  just  as 
in  the  case  of  income  tax.  With  respect  to  the 
profits,  the  manager  entitled  to  a  percentage  and 
the  Government  to  duty  must  come  in  on  the  same 
footing,  and  both  must  be  paid  in  full.  .  .  . 
Further,  when  we  consider  this  particular  agree- 
ment, the  plaintiff  is  clearly  right  upon  another 
ground.  This  business  has  numerous  branches, 
and  the  plaintiff  is  concerned  only  with  four  of 
theni  and  he  is  entitled  to  a  percentage  upon  the 
net  profits  of  those  four  branches  taken  together. 
There  is  no  Excess  Profits  Duty  in  respect  of  any 
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particular  branch  :    it  is  a  tax  upon  the  business  «r  Recovery 
as  a  whole.     Therefore,  under  this  agreement  there  ^^*=^^°^^' 
cannot  be  any  question  of  deducting  Excess  Profits  -<c<»«^''.) 
Duty. 

"  The  further  point  was  taken  that  the  certificate 
of  the  auditors  is  conclusive,  and  precludes  this 
claim  by  the  plaintiff.  I  think  that  the  certificate 
of  the  auditors  which  has  been  produced  shows 
upon  its  face  that  it  is  not  such  a  certificate  as  is 
required  by  the  agreement,  and  therefore  it  cannot 
stand  in  the  way  of  this  claim." 

In  Fellows  Ltd.  v.  Corker,  1917,  the  managing 
director  was,  under  a  pre-war  agreement,  entitled 
to  a  salary  of  ;f600  per  annum,  and  also  to  a  com- 
mission of  25  per  cent,  on  the  net  profits  of  the 
company.  The  net  profits  were  required  to  be 
arrived  at  in  a  specified  manner,  deductions  from 
gross  profits  being  allowed  for  depreciation,  renewals, 
certain  dividends  and  certain  directors'  fees,  but  not 
for  loan  interest,  certain  additional  remuneration 
to  employees,  etc.,  and  income  tax. 

It  was  held  that  Excess  Profits  Duty  was  not 
to  be  deducted  from  gross  profits  before  calculating 
the  managing  director's  commission. 

Neville,  /.,  referred  to  the  decision  in  the  Income 
Tax  case  of  Attorney-General  v.  Ashton  Gas  Co.* 
as  being  that — 

"  In  ascertaining  the  profits,  you  cannot  deduct 
a  charge  upon  the  profits  before  you  ascertain  what 
the  profits  are.  ...     It  seems  to  me  quite  clear 

1  (1906)  A.C.  10. 
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hom'^''"^  in  the  present  case  that  this  Excess  Profits  Duty  is 
director  or     ^  dcduction  which  can  only  be  made  after  you 


manager. 
—{conid.) 


have  arrived  at  the  net  profits,  and  that  in  ascer- 
taining net  profits  a  charge  ought  not  to  be 
deducted,  which  is  a  charge  not  generally  on 
the  company,  not  a  liability  of  the  company, 
but  liability  upon  the  profits  when  they  are 
ascertained." 

See  decision  in  Thompson  Bros.  v.  Amis,  1917, 
set  out  after  Rule  46. 

See  also  decisions  as  to  general  character  of 
Excess  Profits  Duty  set  out  after  Rule  1. 

The  last  sentence  of  Rule  47  has  reference  to  the 
set-off  referred  to  in  Rules  5  and  7,  and  to  the 
allowances  described  in  Rules  50  and  51.  For 
none  of  the  purposes  referred  to  in  these  rules  can 
the  company  be  assumed  to  have  borne  the  duty 
recovered  from  directors  and  managers.  Such 
directors,  etc.,  cannot  benefit  under  Rules  5  and  7, 
but  their  income  tax  assessments  may  be  reduced 
under  Rule  50. 


48LCompany       48.  Whcte  a  percentage  standard  has  been  adopted,  the 
treated  as     Commissioncrs  of  Inland  Revenue  have  power  to  regard 

firm  where  -^ 

percentage     any  concem  in  which  the  directors  or  managers  have  a 

adopted.       controlling  interest  as  a  firm,  and  the  directors,  etc.,  as 

partners.    In  this  case  no  remuneration  drawn  by  them 

may  be  allowed  as  deductions  for  Excess  Profits  Duty 

purposes. 

Where  the  pre-war  standard  of  profits  is  taken  to  be  the 
percentage  standard  or  is  calculated  by  reference  to  the 
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statutory  percentage  in  the  case  of  any  trade  or  business  48.  company 
owned  or  carried  on  by  a  company  or  other  body  corporate  treated  as 
whose  directors  have  a  controlling  interest,  the  CommiS"  percentage 
sioners  of  Inland  Revenue  may,  if  they  think  fit,  as  respects  adopted. 


any  accounting  period,  including  a  past  accounting  period, 
for  the  purpose  of  the  provisions  relating  to  the  statutory 
percentage  and  for  the  purpose  of  the  determination  and 
computation  of  profits  under  Part  I  of  the  Fourth  Schedule 
to  the  principal  Act,  treat  the  company  or  body  corporate 
as  if  it  were  a  firm  and  not  a  company  or  body  corporate 
and  the  directors  or  any  of  them  as  if  they  were  partners 
in  the  firm.     (Finance  Act,  1916,  s.  49  (1).) 

In  this  section,  the  expression  "  directors  "  includes  any 
managers  or  persons  concerned  in  the  management  of  the 
trade  or  business  who  are  remunerated  out  of  the  funds  of 
the  trade  or  business,     (s.  49  (3).) 


Rule  48  may  be  illustrated  as  follows — 

£ 

Capital  at  1st  January,  1914    .         .    108,000 
(Percentage  Standard  adopted) 

Profits  to  31st  December,  1914  .      23,000 

The  £23,000  is  arrived  at  after  charging — 

£4,500  fees  to  directors  and  managers  who  are 
the  main  shareholders,  and  therefore  hold  a 
controlling  interest,  and 

£1,000  to  a  director  who  owns  no  shares  but 
has  been  appointed  on  account  of  his  technical 
knowledge.  The  £1,000  has  been  paid  for  several 
years. 


—{contd.) 
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4S.  Company 

may  be 

treated  as 

firm  where 

percentage 

standard 

adopted. 

—{contd.) 


The  company  is  regarded  as  a  firm,  and  the  £4,500 
as  being  paid  to  partners.     The  profits         £ 
are,  therefore  ....      27,500 


Standard  7%  (not  6%) 
(Rule  26)   = 

Excess 
Allowance  . 

Net  excess 
Tax  (at  50%) 


on  £108,000 


7,560 

19,940 
200 

19,740 
£9,870 


Had  the  £1,000  paid  to  the  technical  director 
arisen  first  in  1914  the  Commissioners  of  Inland 
Revenue  might  (but  apparently  would  not)  have 
added  that  to  the  profit  also.  If  they  had  done  so 
the  company  could  not  have  recouped  themselves, 
inasmuch  as  the  accounting  period  ended  before 
1st  July,  1915. 


CHAPTER  VIII 

The  Computation  of  Profits  :    the  efiect  of 

Income  Tax  and   Colonial  and  Foreign 

Taxation  ;  also  the  effect  of  Excess  Profits 

Duty  on  the  Incomie  Tax  computation^ 

EXCESS  PROFITS  DUTY  :  NO  ALLOWANCE  FOR  EXCESS 
PROFITS  DUTY  OR  INCOME  TAX — INCOME  TAX  : 
ALLOWANCE  FOR  EXCESS  PROFITS  DUTY  AND 
ADJUSTMENT  FOR  EXCESS  PROFITS  DUTY  REPAID — 
COLONIAL  OR  FOREIGN  TAXATION — COLONIAL 
EXCESS   PROFITS   DUTY. 


49.   In   computing    liability  to  Excess   Profits    Duty,  40.  Excess 
no  allowance  is  to  be  made  on  account  of  any  payment  Smput?-"^'' 
of  Excess  Profits  Duty  or  of  Income  Tax. 

As  regards  "  controlled  firms/*  Munitions  Acts 
levies  are  equivalent  to  Excess  Profits  Duty  pay- 
ments in  this  connection.     (See  Chapter  XX.) 

See  Rules  52  and  53  as  regards  foreign  and 
colonial  taxation. 

Deductions  shall  not  be  allowed  on  account  of  the  liability 
to  pay,  or  the  payment  of,  Income  Tax  or  Excess  Profits 

*  Coal  Mines  Excess  and  Guaranteed  Payments  are  not 
dealt  with  in  this  book.     See  Chapter  VII  of  the  Author's 

Coal  Mines  Excess  Payments,  etc. 
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Sofi^isDmy    ^^^y-     {Finance  {No.   2)   Act,   1915,   Fourth  Schedule, 

^mputa-  p^^^  J     4  ) 

—icontd.) 

See  example  after  Rule  50  illustrating  the  effect 
of  that  rule  and  this. 


50.  Income         50.    In    Computing    liability    to    Income    Tax,    an 

Tax  Com* 

putation;       allowancc  is  to  be  made  for  payments  of  Excess  Profits 

payments  of 

Excess         Duty.    The  allowsmce  will  be  made  against  the  profits 
Duty.  of  the  year  which  included  the  end  of  the  accounting 

period  concerned.  If  it  has  not  been  practicable  to 
make  the  allowance  in  this  way  the  sum  due  may  be 
set  against  Excess  Profits  Duty  due  or  may  be 
repaid. 


Where  any  person  has  paid  Excess  Profits  Duty  under 
this  Act  the  amount  so  paid  shall  he  allowed  as  a  deduction 
for  the  purpose  of  Income  Tax  in  computing  the  profits  and 
gains  of  the  year  which  included  the  end  of  the  accounting 
period  in  respect  of  which  the  Excess  Profits  Duty  has  been 
paid.     (Finance  (No.  2)  Act,  1915,  s.  35  (1).) 

Where  in  any  Income  Tax  year  the  profits  or  gains 
from  which  a  deduction  may  be  made  under  this  section 
come  into  computation,  but  owing  to  the  time  at  which  the 
amount  of  Excess  Profits  Duty  became  ascertained  it  was 
impracticable  to  give  effect  to  the  deduction  when  assessing 
Income  Tax,  the  amount  by  which  the  Income  Tax  would 
have  been  reduced  if  effect  had  been  given  to  the  deduction 
shall  be  deducted  from  the  amount  payable  for  Excess 
Profits  Duty,  or,  if  there  is  no  Excess  Profits  Duty,  shall 
he  repaid  to  the  taxpayer.  (Finance  (No.  2)  Act,  1915, 
s.  35  (2).) 
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Rules  49  and  50  may  be  illustrated  as  follows —  S^t^cS!^*' 

putation; 
lyments  of 


COMPUTATION   OF  PROFITS 
For  Income  Tax  Purposes 


Balance  of  account 

Add— 

Income  Tax  charged 
Interest  paid  away    . 

Total  . 
Deduct — 

Annual  Value  of  Trade 
Premises 


1911. 

1912. 

1913. 

1914. 

5,000 

320 
1,000 

£ 

6,000 

350 
1,000 

£ 

4.000 

300 
900 

£ 

8,000 

340 
800 

e 

6.320 
120 

7.350 
120 

5,200 
120 

9,140 
120 

;^6,200 

;^.230 

;^5,080 

;^9,020 

For  Excess  Profits  Duty  Purposes 


1911. 

1912. 

1913. 

1914. 

£ 

5,000 

£ 

6,000 

£ 

4,000 

£ 

8,000 

320 

350 

300 

340 

— 

— 

— 

1,000 

;^5,320 

;^6,350 

;£4,300 

;^9.340 

pay 

Excess 

Profits 

Duty. 

—icontd.) 


Balance  of  account 
Add— 

Income  Tax  charged. 

Excess   Payments   to 
Directors . 


The  Income  Tax  Assessment  for  1914-15  would  be 
£6.200 +£7,230 +  £5,080 


£6,170 


In  the  absence  of  peculiar  circumstances,  the 
Excess  Profits  Duty  assessment  for  the  accounting 
period  ended  31st  December,  1914,  would  be 
calculated  as  shown  on  next  page. 

9— (1567) 
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50.  Income 
Tax  Com- 
putation; 
payments  of 
Excess 
Profits 
Duty. 
—(contd.) 


Profits  of  Accounting  Period 

£6,350  +  £5,320 


Standard  of  Profit 


Excess. 
Allowance 


Duty 


£ 

9,340 

=    5,835 

3.505 
200 

2)3,305 

£1,652 


As  the  accounting   period  closed  on  a  date  within 
the  trading  year  1914,  the  above  £1,652  may  be 
deducted  from  the  profits  of  that  year  (£9,020)  for 
purposes  of  future  Income  Tax  assessments.  Thus — 
1915-16  Income  Tax  assessment — 
£7,230  +  5,080  +  (9,020-  1,652)  _  £19,678 
3  ~       3^"^ 

=  £6,559 
If  tax  has  already  been  paid  on  £7,110—- 
/       £7,230  +  5,080  +  9,020v 
V  ^  '  3  / 

the  overcharge  (£551  @  3s.  =  £82  13s.  Od.)  may  be 
set  against  the  Excess  Profits  Duty  (£1,652)  or  repaid. 
The  note  as  to  the  accounting  period  ending  within 
a  particular  trading  year  has  special  reference  to  a 
case  in  which  the  accounting  periods  do  not  always 
coincide  with  the  period  taken  as  the  trading  year 
for  Income  Tax  purposes.  Thus  the  accounting 
period  might  extend  over  six  months  only. 
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51.    In    computing   liability    to    Income    Tax,    any  i^^^^'J^S* 
amount  of  Excess  Profits  Duty  repaid  is  to  be  added  ^^^l^^^l,^ 
to  the  profits  of  the  year  in  which  the  repa3rment  is  J^^fitf  ^^ 
received.  ^^y- 

But  where  any  person  has  received  repayment  of  any 
amount  previously  paid  by  him  by  way  of  Excess  Profits 
Duty,  the  amount  repaid  shall  be  treated  as  profit  for  the 
year  in  which  the  repayment  is  received.  (Finance 
(No.  2)  Act,  1915,  s.  35  (1).) 

Rule  51  prevents  much  re-computation  of  Income 
Tax  liability  which  would  otherwise  be  necessary. 

We  continue  the  example  given  under  Rule  50, 
in  which  the  Income  Tax  assessment  for  1915-16 
was  taken  to  be — 

£7,230  +  5,080  +  (9,020  -  1 ,652)       19,678 
= =£6,559, 


i.e.,  the  average  profits  of  1912,  1913,  and  1914. 
The  1914  profits  (£9,020)  have  been  reduced  by  the 
Excess  Profits  Duty  liability  of  £1,652. 

It  may  now  be  assumed  that  the  Excess  Profits 
Duty  liability  proved  to  have  been  wrongly  com- 
puted, £1,652  giving  place  to  £1.600  (say).  If  the 
excess  of  £52  has  not  been  paid,  the  Income  Tax 
assessment  for  1915-16  would  be  amended  auto- 
matically in  accordance  with  Rule  50.     It  would  be  : 

£7,230  +  5,080  -f  (9,020  -  1 ,600)       19,626 

= =£6,542 

3  3 
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61.  Income 
Tax  Com- 
putation: 
repayment 
of  Excess 
Profits 
Duty. 
—{contd.) 


But  if  the  full  £1,652  has  been  paid,  Rule  51  operates 
on  the  repayment  of  the  excess  £52.  The  first 
question  to  ask  is :  When  was  the  repayment 
obtained  ?  Say,  in  1915.  If  this  is  so,  the  £52 
must  be  added  to  the  1915  profits  for  all  purposes 
of  Income  Tax.  Taking  the  1915  profits  (without 
the  £52)  to  be  £10,000,  the  1916-17  Income  Tax 
computation  is — 

£5,080  +  (9,020  -  1,652)  +  (10,000  +  52)       22,500 

3  3 

=  £7,500. 

For  future  Income  Tax  computations,  the  1914 
and  1915  profits  are  assumed  to  be  (£9,020  -  1,652) 
and  (£10,000  +  52)  respectively. 


62.  Excess  52.  Payments  made  on  account  of  Colonial  or  foreign 

computa-"  ^  taxation  may  be  deducted  from  the  profits  for  Excess 

of  colonial  Profits  Duty  purposcs.     {See  Rule  53,  however,  as  regards 

taxaUon."  Colofital  Excess  Profits  Duty.) 

A  deduction  shall  be  allowed  {if  not  otherwise  allowed 
by  means  of  the  adoption  of  the  principle  of  the  Income  Tax 
Acts)  for  any  sum  which  has  been  paid  in  respect  of  the 
profits  on  account  of  any  Excess  Profits  Duty  or  similar 
duty  imposed  in  any  country  outside  the  United  Kingdom) 
{Finance  {No.  2)  Act,  1915,  Fourth  Schedule,  Part  I,  4.. 

This  rule  would  follow  from  the  Income  Tax  case 
of  Stevens  v.  Durban- Roodepoort  Gold  Mining  Co., 
Ltd.,  1909  (25  T.L.R.  316),  in  which  it  was  decided 
that    Colonial    and    foreign    taxation    should    be 
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regarded  as  an  admissible  trading  expense.  It 
will  therefore  be  charged  in  each  year's  accounts 
precisely  as  any  other  expense. 

53.  The  Commissioners  of  Inland  Revenue  may  make  63.  Excess 
arrangements  with  the  Government  of  any  British  Posses-  Duty: 
sion  in  which  an  Excess  Profits  Duty  is  chargeable,  so  Excess 
that  a  concern  shall  pay  only  the  amount  of  one  of  the  Duty  in 
duties  in  question  (i.e.,  the  home  or  colonial),  whichever  Possession. 
is  larger. 

Relief  in  respect  of  Colonial  Excess  Profits  Duty  may 
not  be  claimed  under  both  Rule  52  and  Rule  53,  but  a 
concern  may  adopt  whichever  Rule  is  most  advantageous. 

His  Majesty  may  by  Order  in  Council  declare — 

(a)  that  under  the  law  tn  force  in  any  of  His  Majesty's 
possessions  excess  profits  duty  is  chargeable  in  respect 
of  any  profits  in  respect  of  which  excess  profits  duty  is 
also  payable  in  the  United  Kingdom  ;  and 

(b)  that  arrangements  have  been  made  with  the  Govern- 
ment of  any  such  possession  whereby,  in  respect  of  any 
profits,  only  the  duty  which  is  higher  in  amount  is  to  be 
payable,  and  the  amount  of  such  duty  is  to  be  apportioned 
between  the  respective  Exchequers  in  proportion  to  the 
amount  of  duty  which  would  otherwise  have  been  payable 
in  the  United  Kingdom  and  in  that  possession  respectively. 
(Finance  Act,  1917,  s.  23  (1).) 

Where  any  such  Order  in  Council  is  made,  then  if  the 
Commissioners  are  satisfied  that  any  case  is  one  to  which 
any  such  arrangements  relate,  they  may,  in  lieu  of  any 
relief  granted  under  Rule  4  of  Part  I  of  the  Fourth  Schedule 
to  the  principal  Act,  allow  or  make  such  remission  or 
adjiistments  of  duty  as  may  be  necessary  to  give  effect  to 
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So^r^^^  5wc/i  arrangements,  so,  however,  that  the  effect  of  such 

fsectoi  remission  or  adjustment  shall  not  he  less  favourable  than 

ftStI  ^^^  ^^^*^/  *^  ^^^^  ^f  which  they  are  allowed  or  made. 

Siush"  (Finance  Act,  1917,  s.  23  (2).) 

icontd.) '  The  obligation  as  to  secrecy  imposed  by  subsection  (8) 
o/  section  forty- five  of  the  principal  Act  shall  not  prevent 
the  disclosure  to  the  Government  of  the  possession  concerned 
of  such  facts  as  may  be  necessary  to  enable  such  arrange- 
ments as  aforesaid  to  be  carried  into  effect.  {Finance  Act, 
1917,5.23(3).) 

The  operation  of  this  section  is  retrospective  in 
theory,  but  as  the  imposition  of  Colonial  Excess 
Profits  Duties  is  of  recent  date  the  relief  will  not 
have  occasion  to  operate  very  far  back. 

The  general  application  of  the  section  is  as  follows — 

£ 

United  Kingdom  Duty      .         .         .    jf  10,000 
Colonial  Duty  .         .         .         .        5,000 


£15,000 


Duty  payable     .         .  £10,000 

Apportioned —  £ 

f  to  United  Kingdom  Exchequer  .  .    6,667 

i  to  Colonial  Exchequer        .  .  .    3,333 

(£10,000  =  f  of  £15,000) 

The  exact  method  of  payment  and  apportionment 
is  to  be  arranged  between  the  respective  Govern- 
ments and  on  this  account  the  obligations  to  secrecy 
(Rule  116)  are  abrogated  so  far  as  is  necessary. 
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Where  the  whole  of  the  profits  of  a  concern  are  ^oms*^^^^ 
subject  to  review,  for  Excess  Profits  Duty  purposes,  Ji^S  of 
both  in  the  United  Kingdom  and  in  a  British  pos-  f^oSl 
session,  the  calculation  of  the  relief  due  will  be  a  Bdtfsh" 
simple  matter.     But  cases  will  frequently  arise  such  -fS.)  * 
as  the  following — 

(a)  Company's  total  income  as  in  its  £ 
accounts 35,000 

(b)  Company's  total  income  for  U.K. 
Excess  Profits  Duty  purposes         .      40,000 

(c)  Company's  Colonial  income  as  in 

its  accounts  ....      10,000 

{d)  Company's  Colonial  income  for 
Colonial  Excess  Profits  Duty  pur- 
poses    11,000 

(e)  Company's  Colonial  income  as  it 
would  (if  necessary)  be  computed 
for  U.K.  Excess  Profits  Duty 
purposes 12,000 

(/)  United  Kingdom  duty  .         .        8,000 

Colonial  duty     ....        3,000 

In  this  case  the  total  duty  due  will  not  be  £8,000 
merely.  It  is  evident  that  about  one  quarter, 
roughly  speaking,  of  the  £8,000  duty  is  in  respect 
of  the  profits  on  which  the  £3,000  is  levied.  The 
remaining  three-quarters  must  be  left  with  £6,000 
duty  (I  of  £8,000).  The  quarter  had  to  bear  £2,000 
duty  in  the  United  Kingdom  and  £3,000  duty  in 
the  Colony,  but  only  the  larger  is  payable,  i.e.,  £3,000. 
The  total  duty  (U.K.  and  Colonial)  due  is,  therefore, 
somewhere  about  £9,(XX). 
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53.  Excess 

Profits 

Duty: 

effect  of 

Excess 

Profits 

Duty  in 

British 

Possession. 

—(contd.) 


But  this  is  on  the  rough  proportion  of  one-fourth. 


i_o.ooo 

5,0  0  0 


or  t 


1  1,0  0  0 


40,000 


Should  the  actual  proportion  be  ^- 
^r  4 o!o 00  ^  None  of  the  proportions  referred  to 
can  be  taken,  because  the  respective  pre-war  profits 
are  unlikely  to  be  in  any  such  proportion.  Probably, 
the  Colonial  income  will  have  to  be  separately 
reviewed  for  United  Kingdom  Excess  Profits  Duty 
purposes,  and  the  Colonial  duty  compared  with 
what  would  have  been  the  United  Kingdom  duty 
on  such  income.  But  at  this  point  we  are  compelled 
to  leave  the  matter,  pending  the  making  of  the  official 
arrangements  and  the  issue  of  official  instructions. 


CHAPTER  IX 

The  Computation  of  Profits  :    Long 
Contracts  and  Matters  in  Suspense 

LONG  CONTRACTS — SUSPENDED  CONTRACTS — DOUBT- 
FUL DEBTS — ENEMY  DEBTS,  CONTRACTS,  ETC. 

54.  The  profits  of  a  contract  which  extends  over  more  64.  Long 

*^  contracts. 

than  one  accounting  period  must  (unless,  owing  to  special 
circumstances,  the  Commissioners  of  Inland  Revenue 
otherwise  direct)  be  properly  apportioned  over  each 
period. 

In  the  case  0/  any  contract  extending  beyond  one  account- 
ing period  from  the  date  of  its  commencement  to  the  comple- 
tion thereof  and  only  partially  performed  in  any  accounting 
period,  there  shall  {unless  the  Commissioners  of  Inland 
Revenue,  owing  to  any  special  circumstances,  otherwise 
direct)  be  attributed  to  each  of  the  accounting  periods  in 
which  such  contract  was  partially  performed,  such  propor- 
tion of  the  entire  pro/its  or  loss  or  estimated  profits  or  loss 
in  respect  of  the  complete  performance  of  the  contract 
as  shall  be  properly  attributable  to  such  accounting  periods 
respectively,  having  regard  to  the  extent  to  which  the  contract 
was  performed  in  such  periods.  {Finance  {No.  2)  Act, 
1915,  Fourth  Schedule,  Part  I,  11.) 

This  Rule  is  a  particular  application  of  Rule  39. 

Its  effect  is  really  to  lay  down  a  book-keeping 
method  for  Excess  Profits  Duty  purposes,  the 
method  being  the  apportionment  of  the  profits  (or 
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^tS.      losses)   on  long  contracts  according  to  the  work 
—{contd.)      performed  in  each  pre-war  or  during-war  period. 

To  what  extent  is  a  contract  performed  in  any 
period  ?  The  extent  of  performance  might  be 
measured  by  the  contractor's  expenditure,  or  on 
the  estimated  profit  attaching  to  the  particular 
expenditure.  Thus,  if  the  contract  price  is  £100,000 
and  the  total  expenditure  proves  to  be  £80,000  over 
four  years,  the  latter  might  be  found  to  have  been 
expended  as  follows — 

1912  .      .     £10,000,  t.^.,  I  of  whole  expense 

1913  .     .     £20,000,   „    : 

1914  .     .     £30,000,    „   f 

1915  .     .     £20,000,   „   I 

The  profit  might  be  apportioned  as  follows — 

1912  .     .     .     i  of  £20,000  profit  =£2,500 

1913  ...     I  „  „      =£5,000 

1914  .     .     .     f  „  „      =£7,500 

1915  .     .     .     I  „  „      =£5,000 

Or,  it  might  be  said  that  the  work  fell  into  two 

clearly  marked  stages,   the   first   stage   occupying 

1912  and   1913,   and  the  second  stage  occupying 

1914  and  1915.     In  this  case  the  company  might 

attempt    to    show    that     the    contract    price    had 

been  made  up  four-tenths  for  the  first  stage  and 

six-tenths  for  the  second  stage,  i.e. — 

Contract      r-   .     j*  n    £4 

T>^.\.o         Expenditure.         Profit. 
1Q19    )  i^nce. 

1913  r  •  •  ^"^^'^   ^^'^   ^^^'^ 

lV.t   I  .  .  .  £60,000   £50,000   /10,000 
1915         ^^       ^       '^ 
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Even    so,    questions    might    arise    as    regards    the  J^t^actl 
apportionment  of  the  first  ;flO,000  between   1912  -<'^^"^)* 
and  1913,  and  of  the  second  £10,000  between  1914 
and  1915. 

The  Act  gives  no  direction  as  to  the  proper 
method  of  ascertaining  the  true  apportionment, 
beyond  its  reference  to  the  "  extent  to  which  the 
contract  was  performed  in  such  periods."  It  is 
probable,  but  not  certain,  that  this  requires  the 
profit  on  the  whole  contract  to  be  apportioned 
according  to  the  quantum  of  work  performed  in 
each  period.  This  must  sometimes  be  measured 
in  terms  of  outlay,  no  other  method  presenting 
itself  in  many  cases.  But  in  the  case,  say,  of  the 
construction  of  a  railway  line,  it  might  be  con- 
tended that  the  total  profit  should  be  apportioned 
according  to  mileage.  Increased  cost  during  the 
war  might  make  this  clearly  inequitable,  in  which 
case  the  Commissioners  of  Inland  Revenue  would 
doubtless  in  the  **  special  circumstances,  otherwise 
direct." 

55.  Certain  losses  on  contracts  suspended  owing  to  "n|jd' 
the  war  may  be  allowed  against  the  profits  of  Accounting  co"^*^'^*^. 
periods  reviewed  for  Excess  Profits  Duty  purposes. 

There  is  no  specific  legal  sanction  for  this  rule, 
which  follows  from  the  general  principles  of  the 
tax.     The  following  comments  are  of  interest. 

On  30th  September,  1915,  Sir  A.  Henderson 
called  attention  to  the  case  of  contracts  on  old 
prices   having   been   set   aside   in   favour   of   more 
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**n(Sd'       profitable  contracts  (war  orders,  etc.)  on  the  new 

^"Si\      prices.     He  said  that  in  charging  tax  on  the  profit 

of  the  remunerative  contract,  allowance  should  be 

made  in  respect  of  the  very  large  loss  which  must 

.    inevitably    result    when    the    old    obligations    are 

taken  up. 

Mr.  McKenna  promised  that  allowance  would 
be  made. 

On  4th  November,  1915,  Sir  A.  Henderson 
referred  to  a  case  **  of  a  concern  that  has  been 
doing  work  on  Government  account  and  has  set 
aside  all  its  old  orders,  which  must  result  in 
enormous  loss  in  connection  w4th  those  older 
orders  at  a  later  date." 

Mr.  McKenna  said  :  "  It  is  provided  for  in 
Clause  34,  Subsection  (3)." 

Later,  Mr.  McKenna  said :  *'  In  the  normal 
course,  contracts  in  course  of  execution,  which 
have  already  been  begun  and  put  on  one  side, 
would  be  valued  in  the  accounts.  Therefore  a 
set-off  for  any  loss  by  the  taxpayer  on  account  of 
the  suspension  of  the  contract  will  come  into 
account  without  any  special  provision.  So  far  as 
a  contract  is  completed  after  the  war  which  has 
been  postponed  because  of  the  war,  and  where, 
for  instance,  the  cost  of  materials  has  increased 
owing  to  the  war,  I  suggest  that  that  case  is  met 
by  Section  34,  Subsection  (3),  because  the  loss 
which  occurs  during  the  lifetime  of  the  tax  will  be 
set  off  against  any  profit  on  which  the  tax  has 
been  paid  this  year." 
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(Clause  34(3)   became  Section  38  (3)— page  24,  W;^s^^- 
but  its  application  is  not  evident  where  the  loss  is  !!JS^;)' 
incurred  after  the  cessation  of  the  Excess  Profits 
Duty.) 

It  should  be  observed — 

(1)  that  the  loss  must  be  an  actual  loss. 
Where,  as  is  usual,  relief  can  be  obtained,  as 
regards  the  old  contracts,  by  action  in  the  Courts  or 
under  legal  sanction,  no  question  of  loss  can  arise : 

(2)  that  the  loss  must  be  ascertainable.  A  loss 
on  a  contract  performed  during  the  Accounting 
Period  will  be  charged  in  the  accounts  auto- 
matically, but  not  a  possible  loss  on  the  future 
performance  of  a  contract  : 

(3)  that  nevertheless  in  a  clear  case,  the 
Revenue  is  likely  to  accept  a  reasonable  estimate 
of  future  loss,  subject  to  adjustment  when  the 
contract  is  performed  or  disposed  of  : 

(4)  that  where,  under  (3),  Excess  Profits  Duty 
may  be  tentatively  reduced  by  reference  to 
prospective  loss,  such  loss  may  be  charged  in  the 
accounts  for  the  periods  in  which  it  may  be  con- 
sidered to  have  been  sustained  ;  but  this  is  likely 
to  be  a  complicated  matter  of  accountancy,  thus — 

(a)  where  the  contract  is  due  to  be  per- 
formed by  a  stated  time,  a  penalty  being  pre- 
scribed for  each  day,  or  month,  etc.,  passing 
after  that  date  without  performance,  no  loss 
is  incurred  until  the  penalty  begins  to  accrue 
(just  as,  on  the  contrary,  no  contractor  would 
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tended*  take  credit  for  a  profit  on  a  contract  before 

^Si?)"  the  contract  was  commenced)  ; 

{b)  where  it  has  been  agreed  that  the  con- 
tract shall  be  performed  at  a  future  date, 
but  at  a  price  which  is  certain  to  entail  a  loss, 
it  may  be  contended  that  the  loss  is  incurred 
by  reason  of  non-performance  during  the  war  ; 
this  contention  is  no  doubt  sound  in  a  number 
of  cases,  for  the  prospective  loss  should  be 
shown  in  the  contractor's  Balance  Sheet  during 
the  war  ;  where,  as  in  the  case  of  Excess  Profits 
Duty,  it  is  necessary  to  apportion  the  loss 
closely,  there  is  something  to  be  said  for 
making  the  apportionment  over  the  periods 
during  which  the  contract  should  have  run. 

M^Doubtfui  ^^  Doubtful  debts  may  be  valued,  and  any  prospective 
loss  written  off;  but  the  matter  must  be  very  clear  and 
any  writing  off  will  be  liable  to  subsequent  revision. 

This  is  an  application  of  Income  Tax  law  and 

practice  under  Rule  38.     The  relevant  Income  Tax 

enactments  are  as  follows — 

"  In  ascertaining,  estimating,  or  assessing  the  profits  of 
any  person  chargeable  under  Schedule  (D)  of  this  Act, 
either  upon  appeal  or  otherwise,  it  shall  be  lawful  to  esti- 
mate the  value  of  all  doubtful  debts  due  or  owing  to  such 
person;  and  in  the  case  of  the  bankruptcy  or  insolvency 
of  the  debtor,  the  amount  of  the  dividend  which  may 
reasonably  be  expected  to  be  received  on  any  such  debt 
shall  be  deemed  to  be  the  value  thereof,  and  the  duty 
chargeable  under  the  said  Schedule  shall  he  assessed  and 
charged  upon  the  estimated  value  of  all  such  doubtful 
debts  accordingly." — {Income  Tax  Act,  1853,  :>.  50.) 

The  practice  is  not  to  make  a  general  allowance 
on  a  percentage  basis  or  otherwise,  even  though  a 
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proportion  of  the  outstanding  debts  can  be  shown  dJbt?"^*^"^ 
by  the  previous  history  of  the  concern  to  be  certain  -<""»^-) 
to  entail  a  loss.     But  specific  doubtful  debts  may 
be  valued. 

For  Excess  Profits  Duty  purposes,  the  date  of 
the  writing  off  is  important.  In  this  connection, 
the  usual  practice  of  the  business  should  be  adhered 
to  {i.e.,  the  particular  account  should  be  written 
down  when  circumstances  warrant  it).  The  Revenue 
will  probably  safeguard  itself  by  assessing  to  cover 
and  postponing  application  for  part  of  the  Duty. 
In  the  case  of  debts  of  any  size,  care  should  be  taken 
that  any  subsequent  recovery  of  sums  written  off 
should  be  brought  into  the  Excess  Profits  Duty 
computation  for  the  period  in  which  the  writing 
off  took  place.     See  also  Rule  93. 

57.  Matters  in  suspense  by  reason  of  their  connection  dliiSl'**"^ 
with  enemy   countries,   must   be   left   open  until   the  contracts. 
termination  of  the  war. 

It  is  obviously  impossible  for  the  final  result  of 
such  matters  to  be  foreseen.  This  applies  whether 
the  items  in  suspense  concern  investments,  con- 
tracts, or  debts.  In  view  of  the  Trading  with  the 
Enemy  Acts,  no  allowance  may  be  expected  on 
account  of  prospective  losses  by  reason  of  unful- 
filled contracts  with  enemy  subjects.  But  where 
something  belonging  to  or  owned  by  the  British 
business  concerned  is  kept  from  it,  and  may 
be  lost  by  it,  by  the  action  of  an  enemy  govern- 
ment or  through  the  suspension  of  communications, 
the  Revenue  is  likely  to  postpone  application  for 
such  part  of  the  Duty  as  refers  thereto. 
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The  Computation  of  Profits  :    Wear  and 

Tear,  Obsolescence,  Postponed  Renewals, 

etc. 

WEAR  AND  TEAR  AND   RENEWALS — ^APPLICATION    TO 
REFEREES — BUILDINGS — OBSOLESCENCE — RENEW- 
ALS POSTPONED — EXCEPTIONAL  DEPRECIATION  OR 
OBSOLESCENCE  —  WAR     PLANT  —  OTHER     SPECIAL 
CIRCUMSTANCES — PATENTS. 

68.pepre-     58.  Dcductions  fof  wcar  and  tear,  or  for  expenditure 

ciation  and      ^  '  '^ 

Renewals,  of  a  Capital  naturc  for  renewals,  may  be  allowed  only  so 
far  as  the  Income  Tax  Acts  would  permit,  and  then 
only  if  the  Commissioners  of  Inland  Revenue  consider 
such  deductions  to  be  properly  attributable  to  the  period 
in  question. 

Deductions  for  wear  and  tear  or  for  any  expenditure  of 
a  capital  nature  for  renewals,  or  for  the  development  of 
the  trade  or  business  or  otherwise  in  respect  of  the  trade  or 
business,  shall  not  be  allowed  except  such  as  may  be  allowed 
under  the  Income  Tax  Acts,  and  if  allowed  shall  be  only 
of  such  amount  as  appears  to  the  Commissioners  of  Inland 
Revenue  to  be  reasonably  and  properly  attributable  to  the 
year  ot  accounting  period.  (Finance  (No.  2)  Act,  1915, 
Fourth  Schedule,  Part  /,  3.) 

There  are  four  questions  here  requiring  comment — 

(a)  What  is  wear  and  tear  ? 

(b)  What  is  renewal  expenditure  of  a  capital 
nature  ? 

144 
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(c)  What  do  the  Income  Tax  Acts  allow  ?  ^f-r^^f''". 

V   /  ciation  and 

(d)  What  is  properly  attributable  to  the  period  ^'(So' 
in  question  ? 

In  considering  Questions  (a)  and  (b),  the  last 
clause  of  Rule  38  should  be  remembered.  The 
words  of  the  enactment  under  consideration  would 
be  too  vague  but  for  that  direction.  As  it  is,  we 
are  sent  to  the  Income  Tax  Acts  for  interpretation. 

Wear  and  tear  is  **  physical  deterioration " 
[Burnley  Steamship  Co.  v.  Aikin,  1894,  21  Sc.  L.R. 
803).  The  assets  in  question  need  not  have 
suffered  loss  of  earning  power  by  reason  of  such 
deterioration,  but  they  must  have  suffered  loss  in 
value  (London  County  Council  v.  Edwards,  1909, 
25  T.L.R.  319).  On  the  other  hand,  the  loss  in 
value  must  have  arisen  because  of  the  physical 
deterioration  referred  to.  Loss  in  value  on  account 
of  newer  types  coming  into  the  market  or  for  other 
general  causes  may  not  be  considered. 

The  term  "  expenditure  of  a  capital  nature  for 
renewals "  makes  one  seek  for  enlightenment  in 
the  Income  Tax  Acts.  We  here  discover  a  refer- 
ence to  renewal  expenditure  which  is  not  of  a 
capital  nature.  It  is  found  in  the  Income  Tax  Act, 
1842  (Sec.  100),  Schedule  D,  Case  I,  Rule  3— 

"  In  estimating  the  balance  of  profits  and  gains 
...  no  sum  shall  be  set  against  such  profits  or 
gains  on  account  of  any  sum  expended  for  .  .  . 
the  supply  .  .  of  any  implements,  utensils  of 
articles  employed  for  the  purpose  of  such  trade 
.  .  .  beyond  the  sum  usually  expended  for  such 

10— (1567) 
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StSn^and  P^rposcs  accordlng  to  an  average  of  three  years 
i's£-     preceding." 

This  means  that  a  deduction  may  be  made  for 
the  supply  of  implements,  etc.,  up  to  the  average 
expenditure  of  the  three  years  which  come  into 
the  average  for  Income  Tax  purposes  (Dictum  in 
Usher's  Wiltshire  Brewery,  Ltd.  v.  Bruce,  1914 
[1915],  A.C.  433).  For  Excess  Profits  Duty  pur- 
poses, the  reference  to  the  average  drops  out  (Rule 
39),  and  we  find  that  the  renewal  of  implements, 
utensils,  and  the  like  is  allowable  as  a  direct  charge 
against  profits,  not  being  expenditure  of  a  capital 
nature  according  to  the  Income  Tax  Acts. 

Renewals  which  are  of  a  capital  nature  are  treated 
differently,  as  shown  in  Rule  58.  These  have 
reference  to  matters  which  are  too  considerable  to 
be  classed  with  implements  and  utensils.  The  reader 
will  realize  instinctively  that  a  pickaxe  is  an  imple- 
ment, but  that  a  steam-engine  is  something  more. 
Similarly,  buildings,  tram-cars,  railway  lines,  and 
electric  accumulators  are  examples  of  matters  quite 
outside  the  scope  of  the  Income  Tax  Act  enactment 
referred  to  above.  To  renew  these  matters  is  to 
incur  an  expenditure  which  has  for  its  object  the 
maintenance  of  capital.  Such  expenditure  may  not 
ordinarily  be  charged  against  profits. 

The  allowance  made  for  the  depreciation  and 
renewal  of  capital  matters  is  governed  by  a  pro- 
vision of  the  Customs  and  Inland  Revenue  Act, 
1878,  which  is  set  out  in  the  Appendix  (p.  388). 
Its  effect  is  as  follows  :    First,  it  is  confined  to 
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"  machinery  and  plant."  No  allowance  is  made  for  ^a\ion^^d 
the  depreciation  or  renewal  of  a  lease,  the  deprecia-  ^^ZT) 
tion  or  rebuilding  of  a  building,^  the  exhaustion  of 
a  coal  mine  or  nitrate  ground,  etc.  "  Machinery 
and  plant  "  has  never  been  defined  exactly,  but 
the  examples  given  will  show  the  reader  that  his 
own  business  experience  should  be  a  sufficient  guide 
to  him  in  this  connection.  Secondly,  the  direct 
cost  of  the  renewal  of  machinery  and  plant  is  to 
be  capitalized.  It  may  not  be  charged  against  the 
profits  of  the  year  in  which  the  renewal  occurred. 
Thirdly,  the  allowance  made  is  to  be  the  amount 
which  represents  the  diminished  value  by  reason 
of  wear  and  tear.  The  intention  of  the  Act  is  that 
the  probable  life  of  the  plant  concerned  shall  be 
taken  and  its  cost  spread  over  that  period.  At  the 
end  thereof  the  accumulated  allowance  should  just 
suffice  to  meet  the  cost  of  renewal  (Leith,  Hull,  and 
Hamburg  Steam  Packet  Co.  v.  Musgrave,  1899, 
36  Sc.  L.R.  745).  It  is  the  practice  to  adopt  a 
percentage  basis  for  the  allowance,  but  in  some 
cases  the  actual  cost  of  renewals,  as  and  when 
incurred,  is  taken  to  be  the  allowance  which  most 
fittingly  meets  the  charge  for  depreciation.  The 
latter  method  is  particularly  appropriate  when  the 
renewal  is  perpetually  occurring  (e.g.,  in  the  case 
of  a  system  of  piping). 

The  allowance  of  a  sum  properly  attributable  to 
the  period  in  question  is  an  important  matter  when 
a  temporary  tax  is  concerned,  and  a  tax,  moreover, 
which  is  based  on  the  comparison  of  one  period 

*  i.e.,  as  depreciation:  see  Rule  60,  however. 
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58.  Depre- 
ciation and 
Renewals. 

—(cotUd.) 


with  another.  When  the  actual  cost  of  renewals 
is  allowed,  the  restriction  is  particularly  in  point. 
Thus,  the  normal  cost  in  a  particular  case  might 
average  £1,000  per  annum,  or  3^3,000  in  the  three 
years  (1912,  1913,  and  1914).  For  Income  Tax 
purposes,  it  matters  very  little  in  what  proportion 
the  ;f3,000  falls  into  the  three  years.  But  when 
the  duty  depends  on  the  excess  of  the  1914  profit 
over  the  average  profits  of  1912  and  1913,  an 
equitable  apportionment  is  essential :  ;f500  (1912), 
£500  (1913),  and  £2,000  (1914)  would  be  as  injurious 
to  the  Revenue  as  £2,000  (1912),  £500  (1913),  and 
£500  (1914)  might  be  to  the  taxpayer.  In  a  further 
case,  also,  an  adjustment  might  be  necessary,  i.e., 
where  plant  is  of  a  nature  requiring  frequent  renewal 
and  the  allowance  is  made  on  the  written  down 
value.  Thus — 
1912. 


1913. 


1914. 


1915. 


Value 

. 

£10,000 

Depreciation  @ 

15%      . 

1,500 

Value  . 

8,500 

Depreciation . 

1,275 

Value  . 

7,225 

Depreciation . 

1.084 

Value  . 

6,141 

Additions,  1914 

5,000 
11,141 

Depreciation . 

•                 •                 • 

1,671 

Here  we  find  the  depreciation  allowance  varying 
between  £1,671  and  £1,084.  This  variation  is 
only   partly   corrected   by   the    adjustment    made 
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on  account  of  the  varying  capital  (Rule  96).  It  ^j^^j^p^J'^j 
might  well  be  that  for  purposes  of  comparison  all  ^^(S!)' 
years  should  be  substantially  equalized  in  this 
respect.  Of  course,  to  make  a  difference  of  any 
moment,  the  plant  would  have  to  be  of  consider- 
able value  and  be  subject  to  an  unusually  heavy 
rate  of  depreciation. 

The  meaning  of  the  enactment  on  which  Rule  58 
is  based  has  been  explained  by  Mr.  McKenna  (when 
Chancellor  of  the  Exchequer)  as  follows — 

**  Take  the  case  of  an  asset  which  is  renewed 
occasionally — I  have  put  it  at  once  in  twenty 
years — the  whole  cost  of  which  is  charged  to  the 
year.  I  would  suggest  that,  for  the  purpose  of  giv- 
ing us  the  datum  line,  ^  it  is  hardly  fair.  It  works 
out  perfectly  equally  over  a  long  period  of  time 
for  the  purposes  of  the  Income  Tax,  because  that 
which  is  lost  in  one  year  is  gained  in  another  year ; 
but  when  we  are  dealing  with  Excess  Profits  where 
the  amount  you  have  to  pay  depends  upon  the 
datum  line,  it  is  absolutely  essential  that  special 
charges  for  wear  and  tear  falling  for  the  datum- 
line  period  should  be,  as  it  were,  averaged.  The 
same  is  true  during  the  accounting  period.  These 
words  are  introduced  in  order  to  prevent  anomalies. 
I  do  not  think  the  Committee  would  be  well  advised 
if  they  accepted  their  excision.  On  the  whole, 
I  should  say  that  the  existence  of  these  words  is 
probably  more  favourable  to  the  taxpayer  than  to 
the  revenue  ;  but  undoubtedly,  to  whomsoever  the 
words  may  be  favourable,  they  have  the  effect  of 

*  The  Standard  of  Profit. 


150  EXCESS   PROFITS   DUTY 

datKnd    averaging  as  between  the  taxpayer  and  the  revenue 
-lloZ'")      the  advantage  and  the  loss." 

We  set  out  extracts  from  Memoranda  issued  by 
the  Board  of  Inland  Revenue  at  various  times — 

Legal  position. 

"  The  existing  law  authorizes  a  deduction,  in 
assessing  the  profits  of  any  trade,  manufacture, 
or  concern  in  the  nature  of  trade,  chargeable 
under  Schedule  D  or  by  reference  to  the  rules 
of  that  Schedule,  of  such  an  amount  as  the 
Income  Tax  Commissioners  concerned  *  may 
think  just  and  reasonable  as  representing  the 
diminished  value  by  reason  of  wear  and  tear 
during  the  year  of  any  machinery  or  plant  used 
for  the  purposes  of  the  concern.'  This  deduction 
is  in  addition  to  the  allowance  made  in  respect 
of  the  cost  of  repairs  to  the  machinery  or  plant. 

"  There  is  no  statutory  limit  to  the  amount 
the  Commissioners  may  allow  in  any  year,  but 
the  aggregate  amount  of  the  deductions  must 
not  exceed  the  actual  cost  of  the  machinery  and 
plant  to  the  person  by  whom  the  concern  is 
carried  on." — (Official  Memorandum.) 

Rates  fixed  by  agreement  in  certain  trades. 

"  Although  no  fixed  scale  of  allowance  is  pre- 
scribed by  law,  definite  rates  of  depreciation  on 
different  classes  of  machinery  have  been  agreed 
upon  in  a  number  of  important  industries  as  the 
result  of  applications  by  representatives  of  the 
industries    to    the    Board    of    Inland     Revenue. 
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These  allowances,  whilst  subject  to  the  concur-  ^tSS 
rence  of  the  respective  bodies  of  Income  Tax  2^^^.^' 
Commissioners,   are  accepted  by  the  taxpayers 
and    are    generally    adopted." — [Official    Memo- 
randum.) 

A  Schedule  of  Rates  fixed  by  agreement  is  printed 
in  this  book  as  Appendix  II. 

Wear  and  Tear  allowance, 

**  Where  for  any  special  reason  it  is  claimed 
that  the  allowance  for  wear  and  tear  of  machinery 
and  plant  should,  for  Excess  Profits  Duty,  exceed 
that  allowed  for  Income  Tax,  application  should 
be  made  in  the  first  instance  to  the  Surveyor  of 
Taxes  dealing  with  the  Excess  Profits  Duty  assess- 
ment. An  appeal  on  the  question  may  be  made 
either  to  the  District  Commissioners  of  Taxes  or 
to  the  Special  Commissioners." — (Official  Memo- 
randum.) 

Wear  and  Tear  allowance  immaterial  in  certain 
circumstances. 

"  Generally  speaking,  the  ordinary  allowance 
for  wear  and  tear  in  the  case  of  Excess  Profits 
Duty,  is  of  comparatively  small  importance  in  so 
far  as  it  relates  to  plant  and  machinery  which 
may  be  the  subject  of  an  allowance  for  special 
depreciation  owing  to  the  war,  as  explained 
above. ^  In  such  cases,  the  difference  between 
war  value  and  post-war  value  necessarily  includes 
the  ordinary  allowance  for  wear  and  tear." — 
[Official  Memorandum.) 

'  Page  157  of  this  book. 
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59.  Applica- 
tion to 
Referees. 
~{contd.) 


60.  Depre- 
ciation of 
buildings. 


59.  The  Finance  Act,  1918,  permits  application  to  the 
Referees  by  a  number  of  persons  who  are  dissatisfied  with 
the  amount  of  any  Income  Tax  deduction  for  wear  and 
tear. 

It  is  thought  advisable  to  refer  to  this  matter, 
as  the  effect  of  the  new  law  on  Excess  Profits  Duty 
computations  will  doubtless  be  the  subject  of 
inquiry  on  the  part  of  taxpayers.  In  this  case, 
Excess  Profits  Duty  complexities  may  be  involved. 

So  far  as  normal  wear  and  tear  is  concerned,  any 
increase  in  the  rate  of  allowance  will  entail  the 
operation  of  Rule  21.  That  is  to  say,  the  deduction 
for  the  Standard  Period  must  be  re-worked  on  the 
new  basis.  If  the  value  of  the  machinery  affected 
has  varied  much,  Rule  59  might  easily  affect  cur- 
rent Excess  Profits  Duty  liability,  as  it  is  certain 
to  where  a  Percentage  Standard  applies. 

So  far  as  exceptional  wear  and  tear  is  concerned, 
*'  as  a  consequence  of  the  war,"  Rule  63  will  apply. 

The  section  on  which  Rule  59  is  founded  is 
printed  on  page  389. 

60.  The  allowance  made,  as  from  19 18,  in  respect  of  the 
depreciation  of  certain  buildings  does  not  vary  the  Excess 
Profits  Duty  charge. 

This  rule  is  inserted  for  the  same  reason  as  that 
which  causes  the  insertion  of  Rule  59,  but  Excess 
Profits  Duty  is  not  affected. 

The  new  law  in  question  allows  the  full  annual 
value  (and  not  five-sixths  thereof  as  heretofore) 
of  "  mills,  factories,  or  other  similar  premises " 
to  be  deducted  in  trading  accounts  for  purposes 
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of  the  assessment  of  trade  profits  under  Schedule  D.  w-  pepre- 

^  ciation  of 

Tax  is  paid  on  five-sixths  of  the  value  under  ^*J^f)- 
Schedule  A,  and  the  trader  therefore  has  an  income, 
not  subject  to  Income  Tax,  equal  to  one-sixth  of  the 
annual  value.  This  allowance  is  intended  to  cover 
the  depreciation  of  buildings.  This  new  law  applies 
only  to  trade  premises  occupied  by  the  owner. 

For  Excess  Profits  Duty  purposes,  Rule  41 
operates.  This  requires  the  computation  of  profit 
for  the  said  purposes  to  be  made  without  deduc- 
tions in  respect  of  trade  premises  owned  by  the 
trader. 

6i.  When  obsolete  plant  or  machinery  is  scrapped  and  S^cSST 
replaced,  an  allowance  is  made  equal  to  that  part  of  the 
original  cost  which  is  not  covered  by  depreciation  allow- 
iinces  made  for  Income  Tax  purposes  and  by  the  scrap 
value. 

The  following  (indented)  notes  were  issued  by 
the  Board  of  Inland  Revenue  before  the  enactment 
of  the  section  of  the  Finance  Act,  1918,  referred 
to  later. 

Obsolescence. 

"In  addition  to  the  allowance  for  wear  and 
tear  of  plant  and  machinery,  there  has  been  in 
operation  since  1897  an  allowance  for  obsolescence, 

"The  necessity  for  this  allowance  arises  from 
the  fact  that  machinery  has  frequently  to  be 
replaced,  before  it  is  worn  out,  owing  to  its 
having  become  obsolete  and  incapable  of 
competing  with  more  up-to-date  machinery. 
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n.  Obio- 
Icscence. 


"  Accordingly,  where  new  and  improved 
-icontd.)  machinery  is  introduced  in  place  of  machinery 

not  wholly  worn  out,  the  Board  of  Inland 
Revenue  agree  to  the  allowance,  as  a  deduction 
from  the  profits  of  the  year,  of  so  much  of  the 
cost  of  replacement  .  as  is  equivalent  to  the 
written-down  value  of  the  machinery  replaced 
less  any  sum  realized  by  the  sale  of  it — the 
balance  of  the  cost  of  the  new  machinery  being 
treated  as  an  addition  to  the  capital  of  the 
business." 

**  Where  pre-war  machinery  or  plant  has 
become  obsolete  from  causes  not  actually  relating 
to  the  war  but  arising  during  the  war,  and  is  then 
replaced,  an  allowance  for  the  difference  between 
the  written-down  value  and  the  scrap  value  is 
admissible  ;  and  where  the  replacement  is  not 
effected  during  the  war,  ^  but  shortly  after,  a 
like  allowance  may  be  claimed  under  Section  40  (3) 
of  the  Finance  (No.  2)  Act,  \9\5.—{Oficial 
Memorandum.) 

The  allowance  is  now  legalized  as  follows — 
In  estimating  the  profits  or  gains  of  any  trade,  manu- 
facture, adventure  or  concern  in  the  nature  of  trade  charge- 
able under  Schedule  D,  or  the  profits  of  any  concern 
chargeable  by  reference  to  the  rules  of  that  Schedule,  there 
shall  be  allowed  to  be  deducted  as  expenses  incurred  in  any 
year  so  much  of  any  amount  expended  in  that  year  in 
replacing  any  plant  or  machinery  which  has  become 
obsolete  as  is  equivalent  to  the  cost  of  the  plant  or  machinery 

1  Rule  62. 
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replaced  after  deducting  from  that  cost  the  total  amount  of  «1.  obso- 
any  allowances  which  have  at  any  time  been  made  in  —{contd.) 
estimating  profits  or  gains  as  aforesaid  on  account  of  the 
wear  and  tear  of  that  plant  and  machinery  and  any  sum 
realized  by  the  sale  of  that  machinery  or  plant.      (Finance 
Act,  1918,  s.  24  (3).) 

As  regards  Excess  Profits  Duty,  it  may  not  be 
taken  for  granted  that  the  allowance  for  obsolescence 
mil  always  be  made  for  the  Accounting  Period  in 
which  the  scrapping  takes  place.  The  Revenue  is 
likely  to  contend  in  many  cases  that  the  obsoles- 
cence has  been  gradual,  and  that  the  allowance 
should  be  spread  backwards  over  several  years. 
This  is  a  question  of  fact — over  what  period  the 
old  machine  became  obsolete. 


62.  Where,  as  a  consequence  of  the  war,  the  execution  ^^^^' 
of  renewals  or  repairs  is  postponed  in  any  case,  the  Com-  H^^J^f^  °' 
missioners  of  Inland  Revenue  may,  on  the  taxpayer's 
application,  allow  such  modification  of  the  rules  as  they 
think  necessary  to  meet  the  case.    Further  appeal  may 
be  made  to  a  Board  of  Referees. 

The  enactment  is  set  out  after  Rule  65. 

In  the  course  of  the  debate  on  the  Finance  (No.  2) 
Act,  1915,  Mr.  Montagu  (the  Financial  Secretary 
to  the  Treasury)  said — 

"  The  Board  of  Inland  Revenue  and  the  Referees, 
I  think  the  hon.  Member  will  admit,  ought  to  have 
the  power  to  take  evidence  of  proof  that  the  post- 
ponement is  really  a  postponement  owing  to  the 
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^nS^*'      war,  and  not  a  definite  and  permanent  abandon- 

repaS***'^    mettt    of   these   renewals   and   repairs   which   may 

—{contd.)      ]^a.ve  occurred  because  the  owner  of  the  business 

or  trade  or  ship  had  come  to  the  conclusion  that 

they  were  unnecessary.     It  ought  to  be  a  temporary 

postponement,  purely  due  to  the  war." 

(See  also  notes  after  Rule  65.) 

The  following  note   (indented)   has  been   issued 
by  the  Board  of  Inland  Revenue. 

Deferred  renewals  and  repairs, 

**  As  regards  the  allowance  authorized  for  the 
postponement  or  suspension,  as  a  consequence 
of  the  war,  of  renewals  or  repairs,  the  amount 
admissible  is  usually  capable  of  estimation  and 
agreement  when  an  Excess  Profits  Duty  assess- 
ment is  made.  The  taxpayer  has  the  right  of 
appeal  to  the  Board  of  Referees  appointed  under 
Part  III  of  the  Finance  (No.  2)  Act,  1915,  or— 
in  the  case  of  a  '  Controlled  *  Firm — to  the 
Board  of  Referees  appointed  under  the  Munitions 
of  War  Act,  1915." — (Official  Memorandum,) 

Jg'^Excep-         63.  Where,  as  a  consequence  of  the  war,  there  has  been 
depreciation   exceptional  depreciation  or  obsolescence  of  assets  em- 

or  obsoles-      ■■  '^  '^ 

cence.  ployed  in  the  business,  the  Commissioners  of  Inland 

Revenue  may,  on  the  taxpayer's  application,  allow  such 
modification  of  the  rules  as  they  think  necessary  to  meet 
the  case.  Further  appeal  may  be  made  to  a  Board  of 
Referees. 

The  enactment  is  set  out  after  Rule  65. 
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The  following  notes  (indented)  have  been  issued  f^^^^i'''^^ 
by  the  Board  of  Inland  Revenue  from  time  to  time.      or^obSS" 

cence. 

Temporary  variations  necessitated  by  war  conditions.  -<«"^> 

"  With  the  exception  of  the  rates  relating  to 
Motor  Omnibuses  and  Saw  Milling  machinery, 
the  whole  of  the  rates  of  depreciation  given  in 
the  Schedule  (Appendix  11)  were  fixed  under 
pre-war  conditions. 

"  Cases,  however,  have  arisen,  especially  since 
the  cdhimencement  of  the  war,  in  which  machinery 
is  suffering  exceptional  wear  and  tear  owing,  for 
example,  to  extra  hours  of  running,  the  difficulty 
of  obtaining  material  for  effecting  repairs,  the 
rougher  usage  to  which  the  machinery  is  sub- 
jected owing  to  the  employment  of  unskilled 
labour,  and  the  fewer  opportunities  available  for 
having  the  machinery  overhauled. 

"  In  such  cases,  applications  for  special  rates 
of  depreciation  are  entertained  ;  but,  generally 
speaking,  the  circumstances  of  individual  cases 
are  found  to  vary  so  widely  as  to  render  it 
impracticable  to  fix  a  uniform  scale,  and  each 
application  is  dealt  with  on  its  own  merits." 
— (Official  Memorandum.) 

The     measure      of      special     depreciation    and 
obsolescence  allowances. 

*'  These  allowances  extend  to  any  material 
assets  employed  in  a  business  and  not  merely  to 
machinery  and  plant.  Where  these  assets  have 
been  constructed  or  acquired  during  the  war  at 
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68.  Excep-         an  inflated  price  and  will  sink  to  a  lower  level  of 

tional  * 

depreciation       valuc,  or  even  to  scrap  value,  at  the  end  of  the 

or  obsoles-  *  -t  ' 

^Sil/i.)  ^^^'  ^^^^  relief  can  be  claimed.     The  measure  of 

the  allowance  to  be  made  in  respect  to  such  assets 
will  be  the  difference  between  cost  and  post-war 
value.  An  allowance  of  the  like  nature  is,  of 
course,  applicable  also  to  assets  in  use  before  the 
war,  the  value  of  which  has  fallen  owing  to  war 
causes.  The  measure  of  the  allowances  in  such 
cases  is  the  difference  between  the  value  of 
the  assets  (depreciated  or  written  down  for 
wear  and  tear)  at  the  date  when  liabihty  to 
Excess  Profits  Duty  began  and  their  post-war 
value." — [Official  Memorandum.) 

Determination     of     special     depreciation    allow- 
ances. 

"  Inasmuch  as  post-war  value  and  the  duration 
of  the  war  are  unknown,  the  Board  of  Inland 
Revenue  have  been  unable  in  most  cases  to  make 
final  allowances  of  the  foregoing  character,  but 
where  the  necessary  evidence  is  furnished  that 
depreciation  is  taking  place  or  is  inevitable  at 
the  end  of  the  war,  they  are  ready  to  make 
provisional  allowances  subject  to  subsequent 
correction. ' ' — (Official  Memorandum.) 

^  Period    over    which    special    depreciation  allow- 
ances fall  to  be  granted. 

**  As  a  general  rule  these  allowances,  whether 
provisional  or  final,  will  be  '  spread,'  i.e.,  granted 
by  instalments  in  successive  accounting  periods 
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during  the  lifetime  of  the  Duty  :    but  in  excep-  ^^^^''^^ 
tional  cases  where  new  assets  are  being  regularly  ^r^obS^^" 
acquired   during   successive   accounting   periods,  ^^.) 
and    the    taxpayer    desires    that    the    allowance 
(whether  provisional  or  final)  for  each  asset  or 
group    of    assets    should    be    wholly    or    mainly 
granted  in  the  accounting  period  in  which  the 
asset  is  acquired,  the  Board  will  not  object  to 
that  course  being  taken." — (Official  Memorandum.) 

Depreciation  of  pre-war  buildings. 

"  Special  depreciation  of  pre-war  buildings  due 
to  the  war  may  be  allowed  for  under  Section  40  (3). 
Normal  depreciation  taking  place  equally  in  the 
past  and  in  the  present,  if  allowed,  would  not, 
in  most  cases,  affect  the  liability  to  Excess  Profits 
Duty." — (Official  Memorandum.) 

Special  purchases  of  machines,  etc. 

"  It  will  happen  from  time  to  time  that  a 
manufacturer  will  purchase  machines,  etc.,  for 
the  purpose  of  specific  contracts,  and  will  wish, 
from  motives  of  prudence,  to  write  down  the 
value  of  the  machines  to  a  low  figure  out  of  the 
profits  of  the  contracts.  In  cases  in  which  pur- 
chases of  this  character  have  regularly  occurred, 
both  in  the  past  and  in  the  present,  the  non- 
allowance  of  a  special  depreciation  beyond  the 
ordinary  wear  and  tear  allowance  would  not 
normally  affect  the  liability  to  Excess  Profits 
Duty.  Where,  on  the  other  hand,  purchases  of 
this  kind  take  place  only  during  war  periods. 
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w.^Excep-  they  would  usually  be  attributable  to  war  con- 
oroSl^"  ditions,  in  which  event  a  special  allowance  can 
"-^nntd.)  be  claimed  under  Section  40  (3)  of  the  Finance 

(No.  2)  Act,  1915."— (Official  Memorandum.) 

See  also  notes  after  Rule  65. 

The  following  comments  in  Parliament  are  of 
interest. 

Mr.  Montagu  (Financial  Secretary  to  the  Treasury), 
in  the  Debate  on  the  Finance  (No.  2)  Act,  1915 — 

*'  The  Committee  is  now  pressing  on  the  Govern- 
ment a  deduction  in  the  Excess  Profits  tax  for 
wasting  assets.  We  have  agreed  to  give  that,  and 
we  think  we  have  done  so  in  Subsection  3  of 
Clause  36.^  This  paragraph  deals  with  wear  and 
tear  ...  we  want  to  make  sure  that  the  cost 
of  machines  likely  to  be  useless  at  the  end  of  the 
war  shall  be  met  under  the  word  *  obsolescence,' 
and  I  will  do  anything  to  make  that  point  clear." 

Mr.  McKenna  instanced  a  case  in  which  a  firm 
which  had  been  making  needles  stopped  that  busi- 
ness in  order  to  make  gun  sights  :  "  That  firm  in 
the  course  of  two  years  has  lost  the  whole  of  its 
outside  trade  ;  and  after  the  war,  when  it  goes 
back  to  making  needles,  it  may  have  to  begin  again 
with  practically  no  goodwill.  I  am  perfectly  pre- 
pared to  allow  right  off  for  such  loss  of  goodwill 
as  is  shown  to  have  been  effected  after  the  war." 

1  Now  Section  40. 
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64.  Where  it  has  been  necessary,  in  connection  with  ^^^^^* 
the  war,  to  provide  plant  which  will  not  be  wanted  for  the  *»^  u>^^ 
purposes  of  the  business  after  the  termination  of  the  war,  purposes. 
the  Commissioners  of  Inland  Revenue  may,  on  the  tax- 
payer's application,  allow  such  modification  of  the  rules 
as  they  think  necessary  to  meet  the   case.    Further 
appeal  may  be  made  to  a  Board  of  Referees. 

The  enactment  is  set  out  after  Rule  65. 

(See  also  notes  after  Rule  65.) 

In  the  course  of  the  Debate  on  the  Finance  Bill, 
1916,  under  which  Excess  Profits  Duty  was  first 
levied  on  concerns  which  were  subject  to  Munitions 
Levy  for  the  same  period,  Mr.  McKenna  replied 
to  the  criticism  of  a  Member  as  follows — 

"...  He  brought  to  the  notice  of  the  House, 
cases  in  which  controlled  firms  have  erected  new 
buildings  and  put  up  new  plant,  and  introduced 
new  capital  into  their  business,  with  the  object  of 
increasing  their  output.  He  said  that  in  some  of 
these  cases  an  arrangement  had  been  entered  into 
with  the  Minister  of  Munitions  that  the  deprecia- 
tion of  this  plant,  these  buildings,  and  this  new 
capital  should  be  at  such  a  rate  as  would  reduce 
the  value  of  the  capital  in  the  books  of  the  com- 
pany after  the  war  to  the  post-war  value.  I  hope 
I  make  the  point  clear.  I  go  much  further  than 
that.  The  arrangement,  he  says,  has  been  made 
in  some  cases.  I  am  prepared  to  accept  that  in 
every  case,  and  for  the  determination  of  Excess 
Profits  Duty  I  am  perfectly  prepared,  and  I  publicly 

II— (1567) 
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"ovTded*  stated  it,  to  accept  the  rules  of  the  Munitions  Act, 
oSfy  for"war  ^^^  ^o  agree  that  the  allowance  for  depreciation 
^S!)      in  those  cases  should  be  in  accordance  with  the 

Munitions  Act  rules,  and  not  in  accordance  with 

the  rules  for  Excess  Profits  Duty." 

Mr.  McKenna  also  said — 

"  Where  new  capital  is  put  into  works  for  the 
production  of  munitions,  the  Ministry  of  Munitions 
will  be  the  authority  to  determine  the  rate  at  which 
capital  is  to  be  written  down  in  order  to  bring  it 
to  the  value  at  which  it  will  stand  at  post-war 
rates.  .  .  .  Where  £50,000  have  been  put  into  a 
business  in  the  shape  of  new  plant  bought  at  the 
high  prices  of  the  war  for  a  purpose  which  may  be 
mainly  useful  in  the  war,  and  in  view  of  the  fact 
that  that  plant  after  the  war,  instead  of  being 
worth  £50,000,  may  be  only  worth  £10,000,  it  is 
quite  obvious  that  the  owner  of  the  controlled 
establishment  or  firm  must  be  compensated  for 
that  loss  of  capital." 

The  Board  of  Inland  Revenue  has  issued  the 
following  note — 

Controlled  establishments. 

*'  In  one  class  of  case,  namely,  concerns  which 
are  '  controlled  '  under  the  Munitions  of  War 
Act,  1915,  the  Income  Tax  allowance  has  been 
temporarily  extended,  by  the  Finance  Acts  of 
1916  and  1917,  to  include  the  deductions  for 
'exceptional  depreciation  or  obsolescence  of 
buildings,  plant  or  machinery  '  which  are  allowed 
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for   Excess   Profits   Duty   and   Munitions   Levy  ^-^^^^^ 
purposes.  Xfo"war 

"  This  allowance  prevents  the  hardship  that  ^^l] 
would  otherwise  arise  owing  to  the  circumstance 
that  '  controlled  establishments,'  being  held  at 
the  disposal  of  the  Government,  may  be  required 
to  alter  completely  the  course  of  their  business 
and  to  undertake  exceptional  expenditure  which 
may  be  of  little  or  no  post-war  utility  to  them. 
The  Fmance  Acts  of  1916  and  1917  accordingly 
authorize  the  Commissioners  to  revise  the  Income 
Tax  allowance  so  as  to  enable  a  deduction  to  be 
made  from  profits  of  the  difference  between  cost 
and  post-war  value  of  installations  and  extensions 
(including  buildings)  which  would  not  have  been 
undertaken  but  for  the  war  and  the  express 
requirements  of  the  Government." — (Official 
Memorandum.) 

See  Rule  140,  as  regards  the  Referees  who  deal 
with  Controlled  Concerns  under  Rules  62  to  65. 

65.  The  Treasury  may  make  regulations  specifying  86.  Treasury 
other  special  circumstances  {of  a  similar  kind  ^)  in  which   Patents. 
a  taxpayer  may  apply  to  the  Board  of  Inland  Revenue 
for  a  modification  of  the  rules  governing  the  computation 
of  Excess  Profits  Duty.     Appeal  from  the  Board 's  decision 
may  be  made  to  a  Board  of  Referees. 

The  following  Regulation  has  been  made  under 
this  rule — 

Depreciation  of  Patent  Rights 
"  The   Commissioners   of   Inland    Revenue   shall   in 
*  The  ejusdem  generis  rule. 
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w.  Treasury  addition  to  the  powers  conferred  upon  them  by  Section 
Patea^.  '  40  (3)  of  the  Finance  (No.  2)  Act,  1915,  have  power  in 
any  case  to  allow  modification  of  the  provisions  of  the 
Fourth  Schedule  to  the  above  named  Act  owing  to 
depreciation  through  effluxion  of  time  of  any  capital 
which  is  employed  in  the  trade  or  business  and  which 
is  expended  upon  and  consists  of  patent  rights,  so  far 
as  such  depreciation  is  not  offset  by  goodwill  arising 
from  the  user  of,  or  interest  in,  such  rights. 

"  This  Regulation  shall  have  effect  as  from  the 
commencement  of  the  above  named  Act." 

Where  it  appears  to  the  Commissioners  of  Inland  Reve- 
nue, on  the  application  of  a  taxpayer  in  any  particular 
case,  that  any  provisions  of  the  Fourth  Schedule  to  this 
Act  should  he  modified  in  his  case,  owing  to  a  change  in 
the  constitution  of  a  partnership,^  or  to  the  postponement 
or  suspension,  as  a  consequence  of  the  present  war,  of 
renewals  or  repairs,  ^  or  to  exceptional  depreciation  or 
obsolescence  of  assets  employed  in  the  trade  or  business 
due  to  the  present  war,  ^  or  to  the  necessity  in  connection 
with  the  present  war  of  providing  plant  which  will  not  be 
wanted  for  the  purposes  of  the  trade  or  business  after  the 
termination  of  the  war,*  or  to  any  other  special  circumstances 
specified  in  regulations  made  by  the  Treasury,  those 
Commissioners  shall  have  power  to  allow  such  modifications 
of  any  of  the  provisions  of  that  schedule  as  they  think 
necessary  in  order  to  meet  the  particular  case. 

If  the  Commissioners  refuse,  on  any  such  application, 
to  allow  any  modification,  or  if  the  applicant  is  dissatisfied 
with  any  modification  allowed,  the  applicant  may  require 
the  Commissioners  to  refer  the  case  to  a  Board  of  Referees, 
to  he  appointed  for  the  purposes  of  this  part  of  this  Act 

>  Rule  36.  *  Rule  62.  »  Rule  63.  *  Rule  64. 


Notes. 
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by  the  Treasury,  and  that  Board  shall  consider  any  case  65.  Treasury 

Regulations: 

SO  referred  and  have  the  same  powers  with  respect  thereto  Patents. 
as  the  Commissioners  have.     (Finance  {No.  2)  Act,  1915, 
s.  40  (3).) 

Notes  on  Rules  62  to  65. — These  rules  show  that 
a  particular  relief  may  be  obtained  in  four  cases. 
Rule  36  adds  a  fifth  case  to  these.  The  relief  is 
the  same,  and  is  referred  to  in  the  Act  as  a  modi- 
fication of  "  any  provisions  of  the  Fourth  Schedule  " 
of  the  Act.  It  is  proposed  to  summarize  the  pro- 
visions of  that  schedule  in  this  place,  and  then  to 
deal  with  Rules  62  to  65  individually.  In  that 
separate  treatment,  the  particular  rules  which  might 
require  modification  will  be  indicated.  It  may  be 
observed,  however,  that,  as  well  as  the  specified  cir- 
cumstances existing,  it  must  "  appear  to  the  Com- 
missioners of  Inland  Revenue,"  or  to  the  Referees  on 
appeal,  that  any  of  the  said  provisions  "  should  be 
modified  "  in  the  particular  case.  The  modification 
will  be  as  the  Commissioners  (or  Referees)  "  think 
necessary  in  order  to  meet  the  particular  case." 

Referees. — See  Rule  132  as  regards  *'  controlled  " 
concerns. 

Summary  of  Fourth  Schedule  of  Finance  (No.  2)  Act, 
1915. 

Part  I— 

1. — Rule  39.  Computation  to  be  on  actual  and 
not  average  profits. 
2. — Rule  40.  Only  the  proprietor's  profits  to  be 
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62-65. 

Notes. 


regarded.       Rule  41.  Lands  and  buildings  owned 
—(contd.)      ^^^  ^gg^  jj^  |.]^g  business  to  be  included. 

3. — Rule  43.  Development  and  other  expense  to 
be  restricted  under  Income  Tax  Rules  and  appor- 
tioned to  appropriate  period.  Rule  58.  Wear  and 
tear  and  renewal  expense  to  be  similarly  restricted 
and  apportioned. 

4. — Rule  49.  Income  Tax  and  Excess  Profits  Duty 
paid  not  chargeable  as  trading  expenses.  Rule  52. 
Colonial  and  foreign  taxes  may  be  charged. 

5. — Rule  46.  Remuneration  of  officials  restricted. 
Rule  44.     Artificial  transactions  prohibited. 

6. — Rule  8.  Company  holding  all  the  shares  of 
a  similar  company — the  latter  regarded  as  a  branch 
of  the  former. 

7. — Rule  56.  Percentage  standard  adopted  and 
profits  applied  in  extinction  of  previous  losses — 
allowance  made. 

8. — Rule  42.  Income  from  investments  excluded. 
Rule  86.  Special  rules  for  Life  Assurance  Companies 
and  Investment  Companies. 

9. — Rule  87.  Special  rules  for  Local  Authorities. 

10. — Rule  88.  Special  rules  for  Industrial  and 
Provident  Societies. 

11. — Rule  54.  The  apportionment  of  the  profits 
of  long  contracts. 

Part  11^ 

1. — Rule  21.  Rules  for  computing  profits  to  be 

the  same  for  pre-war  years  as  for  accounting  period. 

2,— Rule    3.  Where    the    accounting   period    is 
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shorter   than   a  year,  the  pre-war  standard  to  be  ^i 
proportionately  diminished.  —{comd.) 

3. — Rule  22.  Extension  of  basis  for  profits  stan- 
dard where  the  trade  of  the  three  last  pre-war  trade 
years  was  abnormally  depressed,  etc. 

4. — Rules  31  to  34.  The  computation  of  the  pre- 
war standard  where  there  have  not  been  three 
pre-war  trade  years. 

5. — Rule  35.  A  change  of  ownership  may,  or 
may  not,  constitute  the  setting  up  of  a  new  business. 

6. — Rule  45.  Regulations  as  to  the  exchange 
of  the  assets  to  manage  which  the  concern  exists. 

Part  III— 

1. — Rule  90.  "  Capital  "  includes  money  used  in 
the  business.  Rule  91.  Assets  acquired  by  purchase 
to  be  valued  as  price  paid  less  depreciation. 
Rule  92.  Assets  not  acquired  by  purchase  to  be 
valued  at  their  worth  when  acquired  less  deprecia- 
tion. Rule  93.  Debts  owing  to  the  concern  to  be 
taken  at  their  nominal  value  less  allowances  made 
for  Income  Tax  purposes. 

2. — Rule  89.  "  Capital "  is  not  to  include  assets 
the  income  from  which  is  ignored  in  the  computation 
of  profits. 

3. — Rule  91.  Assets  purchased  otherwise  than  for 
cash  to  be  taken  to  have  cost  the  sum  which  the 
consideration  given  therefor  was  worth.  Rule  95. 
The  goodwill  of  a  private  company  whose  shares 
are  mainly  held  by  the  previous  proprietor  may  not 
ordinarily  be  regarded  as  part  of  the  capital. 
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5&S*  ^^*^  °"  ^^^®  ^^' — Modification  might  be  required 

—icontd.)  jj^  certain  of  the  following  regulations  contained 
in  the  schedule  summarized  above. 

Part  I,  1.  The  Income  Tax  Acts  prohibit  the 
deduction  of  any  charge  for  repairs  not  actually 
executed.  Rule  62  provides  for  such  an  allowance, 
however.  Renewals  may  also  be  allowed  for  although 
not  executed. 

Part  I,  8.  It  is  possible  that  the  postponement 
of  repairs  or  renewals  might  in  some  cases  be  allowed 
for,  in  part,  by  the  admission  of  the  amount  of  a 
renewals  reserve  fund  into  the  estimation  of  capital, 
and  of  the  income  from  the  investment  of  such  fund 
into  the  computation  of  profit.  If  such  income  w^ere 
at  a  smaller  percentage  than  the  statutory  percen- 
tage, an  advantage  would  thereby  arise  to  the 
taxpayer.  But  in  this  case  the  legal  possibility  is 
referred  to  rather  than  the  practical  probability. 

Part  II,  1.  This  rule  is  practically  certain  to  be 
departed  from  in  the  circumstances  referred  to  in 
Rule  62. 

Part  III,  1.  A  departure  from  Part  I,  1,  is  likely 
to  necessitate  a  special  adjustment  of  the  computa- 
tion of  capital,  in  regard  to  the  assets  concerned,  not 
contemplated  under  Part  III,  1. 

Note  on  Rule  63. — Modification  might  be  required 
as  follows — 

Part  I,  1  ;  Part  II,  1  ;  and  Part  III,  1.  Similar 
considerations  apply  here  as  in  the  case  of  Rule  62. 

Note  on  Rule  64. — Here  also  modifications  of 
Part  I,  1,  Part  II,  1,  and  Part  III,  1,  are  to  be 
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expected.     The  depreciation  rate  would  be  higher  ^^ 
than  the  rate  allowed  on  machinery  in  use  in  pre-war  —(^»*'^-^ 
years  (which  is  a  departure  from  Part  II,  1).     It 
seems  also  to  be  contemplated  that  allowance  should 
be  made  in  respect  of  assets  not  covered  by  the 
depreciation  clauses  of  the  Income  Tax  Acts. 


CHAPTER   XI 

The  Computation  of  Profits  : 
the  Valuation  of  Stock 

GENERAL  CONSIDERATIONS — GENERAL  PRINCIPLE — 
GENERAL  MODIFICATION  AS  REGARDS  STOCKS  AT 
END  OF  LAST  ACCOUNTING  PERIOD — SPECIFIC 
MODIFICATION  AS  REGARDS  CLASSES  OF  INDUSTRIES 
VALUING  BASE  STOCKS  AT  FIXED  PRICE — SPECIFIC 
MODIFICATION  FOR  INDIVIDUAL  TRADERS  VALUING 
BASE   STOCKS  AT   FIXED   PRICE. 

This  chapter  has  to  do  with  the  contents  of  an 
important  White  Paper  issued  by  the  Government 
in  July,  1917,  and  subsequently  issued  as  a  Memo- 
randum (in  a  slightly  amended  form)  by  the  Board 
of  Inland  Revenue. 

The  Memorandum  deals  with  four  matters — 

I.  The  general  principle  on  which  stock  should 
be  valued — Rule  66. 

II.  A  general  modification  as  regards  the  valua- 
tion of  stocks  appearing  in  the  account  at  the  end 
of  the  last  Accounting  Period — Rules  67  and  68. 

III.  A  specific  modification  throughout  the  whole 
period  of  the  Excess  Profits  Duty  charge,  in  the 
case  of  industries  which  require  base  stocks  of  an 
imperishable  character  and  in  which  a  recognized 
practice  has  obtained  of  valuing  a  constant  quantity 
at  a  fixed  price — Rules  69  to  75. 

IV.  A  special  modification  throughout  the  whole 
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period  of  the  Excess  Profits  Duty  charge,  in  the 
case  of  a  member  of  an  industry  not  included  in  (3), 
or  in  the  case  of  stock  not  included  in  (3),  where  a 
quantity  of  stock  has  nevertheless  been  taken  at 
base  price — Rule  76. 

Notes  on  these  matters  may  be  prefaced  by 
comments  on  the  repeated  applications  for  the 
special  treatment  of  stocks.  It  is  contended  that 
prices  will  fall  after  the  end  of  the  war,  and  that, 
meanwhile.  Excess  Profits  Duty  will  have  been 
paid  even  on  the  profit  shown  by  the  increased 
value,  during  the  war,  of  the  stock  a  trading  concern 
must  hold.  The  concessions  contained  in  this 
chapter  are  not  everywhere  regarded  as  adequate. 
The  latest  proposal  was  made  by  Sir  R.  Barran, 
M.P.,  who  moved  the  following  new  Clause  to  the 
Finance  Bill,  1918— 

*'  At  the  end  of  each  and  every  accounting  period 
the  stock  of  a  manufacturer  in  any  trade  or  busi- 
ness then  on  hand  shall  be  brought  into  the  accounts 
for  such  period  as  to  any  quantity  not  exceeding 
that  brought  into  account  at  the  commencement 
of  the  first  accounting  period  ending  after  the 
fourth  day  of  August,  nineteen  hundred  and  four- 
teen, at  the  same  prices  as  those  at  which  the  latter 
was  so  brought  into  account." 

He  said  that  there  would  be  a  very  wide  differ- 
ence between  the  base  price  of  stocks  at  the  end 
of  the  war  and  shortly  after. 

Mr.  Currie,  M.P.,  commented  :    "  The  mover  of 
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the  Clause  appeared  to  take  it  for  granted  that 
when  peace  arrives  the  values  of  all  stocks  will  fall. 
Very  likely  the  values  of  some  stocks  will  fall,  but 
I  do  not  think  the  conclusion  that  all  will  probably 
fall  is  really  warranted,  and  I  see  no  reason  why  the 
Chancellor  of  the  Exchequer  should  give  away  his 
position  on  that  point  just  now.  If  subsequently 
any  fall  takes  place,  then  the  matter  can  be  recon- 
sidered, but  I  do  protest  against  its  being  taken 
for  granted  that  the  movement  in  stock  values  will 
only  be  in  one  direction." 

Sir  R.  Barran  :  "  Does  the  hon.  Member  doubt 
that  raw  material  or  semi-manufactured  goods 
which  are  now  standing  at  five  or  six  times  their 
original  value  are  certain  to  fall  within  four  or  five 
years  after  the  war  ?  " 

Mr.  Currie  :  *'  I  am  not  prepared  to  take  it  for 
granted  that  without  exception  all  forms  of  trading 
stock  will  fall." 

The  Government  did  not  accept  the  Clause. 

I. — General  Principle  on  which  Stock  should 
BE  Valued. 

JSnSpif  *^        66.  The  general  principle  is  that  stocks  should  be 
valued  at  cost  price  or  market  value,  whichever  is  lower. 

"  The  Board  of  Inland  Revenue  are  prepared 
to  adopt  the  following  modifications  ^  of  the 
general  principle  that  stocks  should  be  valued 
at  cost  price  or  market  value,  whichever  is  the 
lower . " — ( Official  Mem orandum . ) 

I  Rules  67  to  76. 
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II. — General  Modification  :  Valuation  of 
Stocks  appearing  in  Account  at  end  of 
last  Accounting  Period. 

67.  The  value  attributed  to  stocks  in  the  account  at  fccm^'ting 
the  end  of  the  last  Accounting  Period,  may  be  compared  ^aii^ion 
with  the  sums  for  which  such  stocks  are  realized  within  according  to 
two  years  after  the  termination  of  the  war.  realizations. 

Any  deficiency  in  the  latter  may  be  deducted  from  the 
profits  of  the  said  last  Accounting  Period. 

"  A  period  of  two  years  will  be  allowed  after 
the  termination  of  the  war  in  which  to  ascertain 
by  actual  realization  the  value  of  the  stock 
appearing  in  the  account  at  the  end  of  the  last 
Accounting  Period,  and  an  allowance  made  from 
the  profits  of  that  period  for  any  difference 
between  the  valuation  and  the  sum  realized. 

"  The  loss  (if  any)  on  only  such  stocks  as  were 
in  hand  at  the  end  of  the  last  Accounting  Period 
will  be  brought  into  the  adjustment,  but  the 
whole  of  such  stocks,  not  individual  parcels 
selected  by  the  taxpayer,  must  be  considered. 

*'  The  necessary  sanction  for  this  modification 
of  general  principles  will  be  given  by  a  Regula- 
tion under  Section  40  (Subsection  3)  of  the 
Finance  (No.  2)  Act,  1915."— (Part  I  of  Official 
Memorandum.) 

68.  The  whole  of  the  stocks  in  hand  at  the  end  of  the  w.  ^^l^^L 

stocks  to  be 

last  Accounting  Period,  and  no  other  stocks,  must  be  dealt  with. 

dealt  with  together  in  making  the  adjustment  under 

Rule  67. 

(See  Part  1  of  Memorandum  after  Rule  67.) 
Presumably  any  part  of  such  stocks  which  is  not 
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S^ck^tobe   realized  within  the  two  years  will  be  valued  for 

— t^»iS.?*    purposes  of    comparison  just  as  it  was  valued  for 

the  purposes  of  the  account  at  the  end  of  the  last 

Accounting    Period — i.e.,    no    adjustment    can    be 

obtained  in  respect  of  such  part. 

III. — Specific  Modification  :  Industries  with 
Imperishable  Stocks,  of  which  a 
Constant  Quantity  is  Valued  at  a  Fixed 
Price. 

SJ;Str"*       ^9-  I"  certain  cases  (see  Rules  70  to  75)  a  constant 
SS^prfce.     quantity  of  stocks  may,  for  Excess  Profits  Duty  purposes, 
be  valued  at  a  fixed  price. 

The  following  paragraphs  of  the  Official  Memo- 
randum  cover  Rules  69  to  7' 


"  Certain  classes  of  industry  require  to  keep 
stocks  of  raw  or  semi-manufactured  goods  for  the 
purposes  of  manufacturing  processes,  and  these 
goods  are  frequently  of  such  an  imperishable 
character  that  a  minimum  quantity  required  for  a 
business  could  be  held  untouched  for  a  long  period. 

"  Accordingly  in  any  class  of  trade — 

"  (a)  which  requires  for  its  manufacturing  pro- 
cesses to  keep  such  stocks  ;    and 

"  (b)  in  which  a  recognized  practice  has  obtained 
of  taking  a  constant  quantity  at  a  constant  price, 
the  Board  of  Inland  Revenue  are  prepared  to 
recognize  the  practice. 

"  The  Board  of  Inland  Revenue  would  regard 
goods  as  imperishable  which  are  of  sufficient 
durability  to  last  without  material  deterioration 
during  a  period  equal  to  the  length  of  the  war. 
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*'  ^  Any  individual  member  of  the  class  who  has  •J'aSty  *°* 
not  adopted  the  method  in  his  business  may  be  SlS^rfce. 
allowed  to  do  so  for  the  purposes  of  Excess  Profits  "^"""^-^ 
Duty,  but  may  not  claim  as  the  constant  quantit}^ 
of  stock   so  valued  a  greater  quantity  than  the 
minimum  amount  held  at  any  stocktaking  in  the 
three  pre-war  trade  years. 

"  Where  a  claim  is  made  that  an  industry  should 
be  brought  within  this  concession,  the  Board  of 
Inland  Revenue  are  prepared  to  receive  repre- 
sentations and  to  consider  evidence  as  to  the  exist- 
ence of  a  material  body  of  such  practice  in  the 
industry  and  as  to  the  character  of  the  stocks  to 
which  it  is  claimed  the  method  should  be  applied, 
with  a  view  to  securing  the  uniform  treatment  of  all 
members  of  the  industry. 

"  ^  The    balance    of   stock    above    the    minimum 
quantity  in  cases  falling  under  this  modification  of 
the  general  principle  is  to  be  treated  as  in  (1)  ^" 
(Front  Part  2  of  Official  Memorandum.) 

The  effect  of  this  is  that  the  increase  in  the 
value  of  such  quantity  of  stocks  during  the  war 
is  ignored.  Apart  from  these  Rules,  such  increase 
would  represent  a  profit. 

The  general  operations  of  these  Rules  may  be 
illustrated  as  shown  on  page  176. 

The  account  is  not  exactly  the  kind  likely 
to  be  met  with  in  practice,  but  it  reveals  the  matter 
in  point. 

Of  the  gross  profit,  ;f 53,000,  ;(23,000  is  due  to 
the  increase  in  the  value  of  raw  materials  in  hand 

1  Rule  73.  ^  Rule  74.  »  Rule  67. 
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60.  Constant 
quantity 
valued  at 
fixed  price. 
— (contd.) 


(from  ;(;20,000  to  ;f 43,000).  Now  the  stock  on 
1st  January  was  5,000  units  at  an  average  cost 
of  £4  each;  that  on  31st  December  was  6,000  units 
at  an  average  cost  of  £7^  each.  Hence  the  increase 
of  £23,000  is  due  partly  to  the  increased  number  of 
units  (6,000  as  against  5,000),  but  also  to  the 
increased  cost  per  unit  (£7i  as  against  £4). 

The  classes  of  industry  intended  to  be  met  by 
Rules  69  to  75  do  not  keep  their  accounts  in  this 
fashion.  They  view  the  matter  thus.  They  can 
never  dispose  of  all  their  raw  material — to  do  so 
would  necessitate  the  cessation  of  trading.  Why 
should  they  show  a  profit  because  they  have  had  to 
pay  more  for  the  replenishment  of  their  stocks  ? 

A  further  manufacturing  account  in  much  more 
detail  is  shown  on  page  177.  The  raw  material  is 
valued  on  a  different  basis. 

Rules  69  to  75  permit  the  adoption  of  this 
system  of  valuing  stocks  in  the  circumstances  stated 
therein.  It  is  assumed  that  the  concern  must 
always  have  5,000  units  of  a  material  which  is  used 
up  in  five  years,  and  that  these  5,000  units  are  not 
worth  more  because  they  cost  more. 


70.  Stocks 
kept  by 
classes  of 
industries. 


70.  Rule  69  covers  stocks  of  raw  or  semi-manu- 
factured goods  which  classes  of  industry  require  to  keep 
for  manufacturing  processes. 

(See  Part  2  0/  Memorandum  after  Rule  60.) 
The  reference  to  classes  of  industry  should  be 
noted.    It  is  an  essential  requirement  of  Rules  69  to 
75  that  the  practice  in  question  must  be  recognized 


COMPUTATION   OF   PROFITS  I     STOCK  VALUATION   179 

by    the    whole    of    a    class.     See   Rule  72    for   a  '^,'^^'^^' 
further    requirement    as    regards    the    class ;     also  fnSieL 
Rule  76  for  cases  in  which  specific  taxpayers  act  ~^"'**^-^ 
in  accordance  with  Rules  69  to  75,  but  in   which 
the  class  to  which  they  belong  does  not  follow  the 
practices  concerned. 

See  page  70  as  regards  what  constitutes  a  class. 
Applications  that  Rules  69  to  75  should  apply 
in  any  case  should  be  made  to  the  Board  of  Inland 
Revenue. 

71.  The  stocks  in  question  must  be  of  such  an  im-  5J;;st  te*** 
perishable  character  that  a  minimum  quantity  required  abiT*^'^*^ 
for  a  business  could  be  held  untouched  for  a  long  period. 

(See  Part  2  0/  Memorandum  after  Rule  69.) 

The  Memorandum  expresses  the  willingness  of 
the  Board  of  Inland  Revenue  to  regard  stocks  as 
imperishable  if  they  are  of  sufficient  durability  to 
last  without  material  deterioration  during  a  period 
equal  to  the  length  of  the  war. 


72.  A   recognized   practice  must   have  obtained,   in  ^-^.J^^^^j 
the  class  of  trade,  of  valuing  a  constant  quantity  at  a  ^^^^^ 
constant  price. 

(See  Part  2  of  Memorandum  after  Rule  69.) 

This  rule  refers  to  the  traders'  own  accounts. 
The  rules  now  being  dealt  with  constitute  a  con- 
cession, and  it  will  not  be  extended  to  classes  of 
trade  which  has  not  been  in  the  habit  of  acting 
accordingly  for  their  own  purposes.  (See  Rule  69 
for  notes  on  the  practice  referred  to.) 
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3f'ci?sf  but        73.  When  the  practice  in  question  has  obtained  in  a 
not  of  trader   class  of  trade,  any  member  of  that  class  may  be  given  the 

benefit  of  Rule  69  althoug  hhe  himself  has  not  adopted 

the  practice. 
But  the  quantity  of  stock  so  dealt  with  may  not  exceed 

the  minimum  amount  held  at  any  stocktaking  in  the 

three  pre-war  trade  years. 

(See  Part  2  of  Memorandum  after  Rule  69.) 

Rule  18  explains  the  meaning  of  three  pre-war 
trade  years. 


74.  Balance 
of  Stock. 


75.  Stock 

reduced 

below 

constant 

quantity. 


74.  The  balance  of  stock  above  the  minimum  quantity 
dealt  with  in  accordance  with  Rules  69  to  75,  may  be 
treated  as  in  Rule  67. 

(See  Part  2  of  Memorandum  after  Rule  69.) 

75.  Where  stock  has  been  reduced  below  the  "  con- 
stant quantity, ' '  profits  on  the  sales  which  have  effected 
this  are  taxable  in  the  ordinary  way. 

But  where  such  stock  is  of  "  a  raw  material  associated 
with  plant  in  a  manufacturing  process,"  the  depletion 
may  be  the  subject  of  a  claim  under  Rule  63  (exceptional 
depreciation  of  the  stock)  or  under  Rule  62  (renewals  of 
stock  postponed). 

"  Profits  derived  from  sales  which  reduce  stock  " 
below  the  particular  minimum  or  constant  quantity 
adopted  for  any  business  are  not  the  less  trading 
profits.  Where,  however,  a  raw  material  is  asso- 
ciated with  plant  in  a  manufacturing  process  (e.g., 
metal  kept  to  a  constant  level  in  galvanizing  baths), 
the  Board  of  Inland  Revenue  will  consider  a  claim 
under  Section  40  (3)  of  the  Finance  (No.  2)  Act, 
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1915,  that  it  is  akin  to  a  capital  asset,  like  plant,  Jf^^^^ 
which  has  been  exceptionally  depreciated  (by  ^J,°7ant 
depletion)  or  of  which  the  renewal  has  been  5!!f^^j 
postponed.     (From  Part  2  of  Official  Memorandum.) 

In  the  example  given  under  Rule  69,  the  concern 
might  have  determined  that  it  would  not  purchase 
any  raw  material  in  1917  owing  to  the  large  increase 
in  price.  In  Account  II  the  Debit  items  would  be 
reduced  by  £25,000,  and  the  Credit  items  would  be 
reduced  by  £14,500  (£2,000  plus  £12,500).  The  result 
would  be  an  increased  profit  of  £10,500  (£25,000 
minus  £14,500).  Rule  75  requires  this  to  be  taxed, 
but  admits  a  claim  for  the  allowance  of  £10,500 
under  Rules  62  or  63.  (It  will  be  found  that  had 
the  ordinary  renewals  been  made — 1,000  units  at 
£12  10s.  per  unit — the  profit  shown  by  the  account 
would  be  £32,500,  as  in  Account  II.) 

The  Memorandum  gives  an  example  of  the  "  raw 
metal  associated  with  plant  in  a  manufacturing 
process,"  viz.,  "  metal  kept  to  a  constant  level  in 
galvanizing  baths." 

IV. — Special  Modification  :  For  a  Trader  con- 
forming TO  Rules  69  to  75,  except  that 
HE  IS  NOT  A  Member  of  a  Prescribed 
Class,  or  that  his  Stock  is  not  of  the 
Prescribed  Character. 


76.  Where  a  trader  values  stock  as  in  Rule  72,  but  78.  Trader 

within  rules 
either  except  as 

{a)  he  is  not  a  member  of  a  class  which  conforms  to  of  industry 

.     >. .    *^    •  .  or  of  stock. 

both  Rules  70  and  72;  or 
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InthTn^mies  ^^^  *^^  stock    docs   not    comc   within   Rule   71  ; 

r?gSdsdass  ^^  "lust,  fof  Exccss  Pfofits  Duty  purposes,  adopt  the 

ol  ouuS    g^^ral  principle  stated  in  Rule  66. 

-(contd.)  But  he  may  either 

(i)  claim  a  deduction  from  the  valuation  in  the  last 
Accounting  Period,  equal  to  the  difference  at  the  end 
of  the  Standard  Period  between  the  valuation  he 
adopted  and  a  valuation  under  Rule  66;  or 

(ii)  revise  his  stock  valuation  for  all  periods  in 
accordance  with  Rule  66,  and  claim  the  concession 
accorded  under  Rules  67  and  68, 

**  Where  in  an  industry  or  as  respects  a  class  of 
stock  to  which  the  foregoing  (2)^  does  not  apply,  the 
owner  of  a  business  has  taken  a  quantity  of  stock 
at  a  base  price,  the  stock  will  fall  to  be  valued  during 
the  periods  of  liability  at  cost  or  market  value, 
whichever  is  the  lower ;  but  from  the  final  valuation 
(on  that  basis)  there  will  be  allowed  a  deduction  of 
a  sum  (in  pounds  sterling)  equal  to  the  original 
difference  (at  the  end  of  the  standard  period) 
between  the  valuation  on  the  base  method  and  a 
valuation  on  the  cost  or  market  value  method. 
Alternatively  the  first  stock  valuation  may  be 
revised  and  put  upon  the  general  basis  of  cost  or 
market  value  when  the  modification  outlined  in  (1)^ 
will  apply."     (Part  3  of  Official  Memorandum.) 

1  Page  175.  "^  Page  173. 


CHAPTER   XII 

The  Computation  o!  Profits  : 
the   Sale   or  Disposal   of   Trading   Stock 

SPECIAL  RULES  AS  FROM  22ND  APRIL,  1918 — WHAT 
"  SALE  "  INCLUDES — WHAT  "  TRADING  STOCK  " 
INCLUDES — WHERE  TRADING  STOCK  IS  SOLD  WITH 
OTHER  ASSETS — WHERE  A  BUSINESS  IS  CONTINUED 
UP  TO  SALE — WHERE  BUSINESS  CEASED  BEFORE 
SALE — LIABILITY  OF  LIQUIDATOR  OR  OTHER  PER- 
SON AUTHORIZING  SALE — CHANGE  OF  OWNERSHIP 
NOT  DEEMED  TO  EXIST — DISPOSAL  OF  STOCK  AFTER 
14TH   MAY,   1918,  OTHERWISE   THAN   BY   SALE. 

77.  Special    rules     exist     as     regards     trading    stock  ^uVf  22^d 
belonging,  or  formerly  belonging,  to  any  trade  or  business,  ^p'  •  ^^^s- 
which  is  sold  after  22nd  April,  19 18,  otherwise  than  in 
the  ordinary  course  of  trade. 

The  "  special  rules  "  in  question  form  the  subject 
of  this  chapter. 

The  following  enactment  covers  all  the  rules 
contained  in  this  chapter. 

For  the  purposes  of  excess  profits  duty  the  profits  arising 
from  the  sale  at  any  time  after  the  twenty-second  day  of 
April,  nineteen  hundred  and  eighteen,  otherwise  than  in 
the  ordinary  course  of  trade  of  the  trading  stock  or  part  of 
the  trading  stock  belonging  or  formerly  belonging  to  any 
trade  or  business,  shall  be  deemed  to  be  profits  arising  from 
a  trade  or  business,  and  where  any  such  sale  takes  place 
after  a  trade  or  business  has  ceased  the  trade  or  business 
shall  be  deemed  to  have  been  carried  on  up  to  and  including 

183 


184  EXCESS   PROFITS   DUTY 

Iftef  zSd     ^^^  ^^^^  ^^  which  the  sale  takes  place,  and  the  accounting 
Api.,  1918.     period  shall  be  taken  to  he  such  as  the  Commissioners  of 

—{contd.)         '  •' 

Inland   Revenue   may   determine. — Finance   Act,    1918, 
s.  35  (1).) 

Where  a  trade  or  business  has  ceased  but  is  deemed  for 
the  purposes  of  this  section  to  have  been  carried  on  for  any 
period — 

(a)  the  person  by  whom  or  by  whose  authority  any 
trading  stock  is  sold  whether  as  owner,  agent,  liquidator, 
trustee,  or  receiver  or  other  person  acting  in  a  similar 
capacity  shall  be  deemed  to  be  the  person  carrying  on  the 
trade  or  business  and  excess  profits  duty  shall  he  assessed 
on  and  recoverable  from  that  person  and  nothing  in  sub- 
section (2)  of  section  forty-five  of  the  principal  Act  shall 
operate  so  as  to  impose  any  liability  to  duty  on  the 
purchaser  of  the  trading  stock;  and 

(b)  the  appointment  of  any  such  liquidator,  trustee  or 
receiver,  or  other  person  shall  not  be  treated  as  a  change 
of  ownership  of  the  trade  or  business,  and  subsection  (3) 
of  section  thirty-eight  of  the  principal  Act  and  para- 
graph seven  of  Part  I  of  the  Fourth  Schedule  to  that  Act 
as  amended  by  any  subsequent  enactment  shall  have 
effect  as  if  the  profits  arising  from  the  sale  of  the  trading 
stock  had  been  made  by  the  owner  of  the  business  imme- 
diately before  the  appointment  of  the  liquidator,  trustee, 
receiver,  or  other  person,  and  as  if  the  duty  were  payable 
by  him.-~(s.  35  (2).)     . 

Where  any  trading  stock  is  sold  together  with  other  assets 
of  the  trade  or  business,  the  part  of  the  consideration 
attributable  to  the  trading  stock  shall,  subject  to  appeal  in 
manner  provided  by  subsection  (5)  of  section  forty-five  of 
the  principal  Act,  be  determined  by  the  Commissioners  of 
Inland  Revenue,  and  the  part  of  the  consideration  so 
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determined  shall  he  deemed  to  he  the  price  paid  for  the  Jt;f*2nd 
trading  stock  hy  the  purchaser,     (s.  35  (3).)  '^!^„ld'f' 

For  the  purpose  of  this  section  any  trading  stock  which 
has  been  disposed  of  otherwise  than  hy  way  of  sale  shall  be 
deemed  to  have  been  sold,  and  any  such  trading  stock  so 
disposed  of,  and  any  trading  stock  which  has  been  sold  for 
a  consideration  other  than  cash,  not  being  a  consideration 
the  value  of  which  can  he  easily  ascertained,  shall  be  deemed 
to  have  realized  the  market  price  of  the  day  on  which  it  was 
so  disposed  of  or  sold. 

No  person  shall  at  any  time  after  the  fourteenth  day  of 
May,  nineteen  hundred  and  eighteen,  dispose  otherwise 
than  hy  way  of  sale  of  any  trading  stock  unless  he  has 
previously  made  provision  to  the  satisfaction  of  the  Com- 
missioners of  Inland  Revenue  for  securing  the  payment  of 
any  excess  profits  duty  which  may  be  chargeable  by  virtue 
of  the  provisions  of  this  section,  and  if  any  person  attempts 
to  dispose  of  any  trading  stock  in  contravention  of  this 
provision  the  disposal  shall  be  void  and  of  no  effect. 
(s.  35  (4).) 

In  this  section  the  expression  "  trading  stock  '*  includes — 

(a)  any  goods  such  as  are  sold  in  the  ordinary  course 
of  a  trade  or  business  whether  in  a  finished  condition 
or  not;  and 

(b)  any  raw  or  other  materials  used  in  the  manufacture 
or  preparation  of  any  such  goods, 

and  references  to  disposal  of  trading  stock  do  not  include 
disposal  by  way  of  testamentary  disposition,     (s.  35  (5).) 

The  reason  for  these  rules  may  be  explained  by 
example.  Assume  that  a  merchant's  stock-in- 
trade  cost  him  £10,000.  At  current  prices  he 
might  perhaps  be  able  to  sell  this  stock,  in  the 
ordinary  course   of   trade,   for  ;f30,000,   his   gross 
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Iu«  22nd     PJ*ofit  being  £20,000.     It  is  probable  that  such  a 

'^«»iS!f'    series  of  transactions  would  yield  a  large  excess 

profit,  and  that  perhaps  ;fl2,000  (of  the  ;£20,000) 

would  be  payable  as  Excess  Profits  Duty ;    the 

-gross  profit  remaining  being  £8,000. 

But  the  merchant  might  close  his  business  and 
form  a  company  to  purchase  the  stock  for  £25,000. 
If  this  sale  took  place  after  he  had  ceased  to  trade, 
and  merely  as  incidental  to  the  closing  of  his  busi- 
ness, the  '*  gross  profit  "  of  £15,000  would  not 
heretofore  be  considered  to  be  a  trading  profit. 
It  would  not  be  liable  to  Excess  Profits  Duty,  and 
the  merchant  would  retain  £15,000  instead  of 
£8,000.  The  new  company  might  sell  the  stock 
in  a  series  of  trading  transactions  for  £30,000,  but 
its  gross  profit  would  be  £5,000  only,  and  liability 
to  Excess  Profits  Duty  would  be  little  or  nothing. 
It  will,  of  course,  be  recognized  that  such  an 
arrangement  would  be  made  only  where  the  value 
of  the  stock  formed  a  considerable  part  of  the 
merchant's  assets,  and  where  such  value  had  largely 
increased  during  the  war. 

In  the  course  of  the  debate  on  the  Finance  Bill, 
1918,  Mr.  Currie,  M.P.,  said— 

"  There  is  a  well-known  case  in  Scotland  where 
a  whisky  business  was  bought  a  few  years  ago  by 
a  body  of  enterprising  men,  and,  according  to 
current  rumour,  I  believe  well  founded,  bought  up 
another  well-known  whisky  business  for  £2,000,000  ; 
and  on  the  ground  that  this  was  a  capital  trans- 
action, not  a  single  farthing  of  Excess  Profits  Duty 
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was  paid,  an  injustice  being  brought  about,  very  IJ^ef^gd 
hard  to  bear,  upon  the  general  body  of  taxpayers,  ^;^])^' 
and  not  merely  other  Excess  Profits  Duty  tax- 
payers. My  belief  is  that  a  good  many  trans- 
actions of  that  class  entered  into  some  time  ago 
were  entered  into  on  the  understanding  that  price 
representing  the  consideration  of  the  transaction 
was  to  be  paid  by  instalments  as  the  goods  were 
sold  to  the  public,  and  if  that  is  so,  it  follows  that 
many  of  these  transactions  are  still  in  the  stage 
of  incompletion." 

The  remedy  to  such  a  leakage  of  duty  is  con- 
tained in  the  following  rules,  which  would  require 
the  merchant's  **  gross  profit  "  of  £15,000  (on  sale 
to  the  company)  to  be  regarded  as  a  trading  profit 
and  as  part-result  of  the  assessable  transactions  of 
his  business. 

Certain  pressure  was  put  on  the  Chancellor  of 
the  Exchequer  to  make  the  new  enactments 
retrospective,  but  he  declined.     He  said — 

**  If  I  believed  that  all,  as  I  believe  there  are  some, 
were  cases  where  transactions  took  place  for  the 
express  purpose  of  avoiding  the  Excess  Profits  Duty, 
I  would  have  had  no  hesitation  whatever  in  making 
it  retrospective,  but  I  am  led  to  believe  that  there 
were  a  good  many  transactions  of  that  kind  which 
were  really  done  in  the  ordinary  way  of  business." 

It  may  be  explained  that  the  date  referred  to  in 
the  above  Rule  (22nd  April,  1918)  was  that  on 
which  the  Budget  was  introduced  and  notice  given 
of  the  proposed  enactment. 
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"'sai^*^  78.  In  Rule  77,  "sale  *'  includes— 

includes.  ^^j  g^jg  £qj.  ^  consideration  other  than  cash,  and 

(6)  disposal    otherwise    than    by    way    of    sale ; 
but  it  does  not  include 

(c)  disposal  by  way  of  testamentary  disposal. 

The  enactment  in  question  is  set  out  after  Rule  11. 

(a)  Sale  for  a  consideration  other  than  cash. — 
The  word  *'  consideration  "  is  of  the  widest  pos- 
sible meaning.  Whatever  advantage  accrues  to 
the  vendor  in  return  for  the  stock  is  the  considera- 
tion, or  part  of  the  consideration.  See  the  suc- 
ceeding rule  as  regards  what  value  may  be  put 
upon  a  consideration  other  than  cash. 

(b)  Disposal  otherwise  than  by  way  of  sale. — 
If  the  company  owning  the  stock  were  wound  up, 
there  would  be  several  means  available  by  which 
the  stock  might  be  disposed  of  otherwise  than  by 
way  of  sale.  To  *'  dispose  "  of  signifies  ceasing 
to  own,  and  any  concern  ceasing  to  own  what  has 
been  its  trading  stock  must  come  under  (a)  or  (6). 
The  latter,  (6),  clearly  includes  disposal  by  way 
of  free  gift.  Under  the  succeeding  rule,  it  is  shown 
that  stock  given  away  would  be  deemed  to  have 
been  sold  at  the  market  price  of  the  day. 

(c)  Disposal  by  way  of  testamentary  disposal. — 
This  could  occur  on  the  death  of  a  person  trading 
alone,  with  the  proviso  that  the  business  to  which 
the  stock  had  belonged  (i)  should  pass  to  the  same 
person  or  (ii)  should  cease  or  (iii)  should  pass  to 
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a  different  person.  Under  (i)  the  change  in  pro-  1^^^^ 
prietorship  would  not  affect  the  assessabiHty  of  the  !!1^*^;) 
business,  so  far  as  the  stock  were  concerned.  The 
stock  has  not  been  "  disposed  of  "  by  the  business. 
Under  (ii),  it  is  clear  that  Rule  77  would  have 
applied,  but  for  the  specific  exception  now  in 
course  of  illustration.  This  exception  operates 
so  that  the  final  Balance  Sheet  of  the  business 
would  include  the  stock,  as  an  asset,  valued  just 
as  it  would  have  been  had  the  death  not  occurred 
and  were  the  business  to  continue  as  before.  Under 
(iii),  the  final  Balance  Sheet  of  the  business  under 
the  deceased  would  include  the  stock  as  under  (ii). 
A  new  Balance  Sheet  should  at  the  same  time  be 
drawn  out  for  the  business  under  the  new  pro- 
prietor, excluding  the  stock  in  question.  The  new 
capital  would  not  necessarily  be  the  same  as  the  old. 

79.  Where  stock  has  been  disposed  of  or  sold  for  a  7».  con- 

'  ■^  ^  sideration 

consideration  the  value  of  which  cannot  be  easily  ascer-  not  easuy 

"*  ascertain- 

tained,  such  stock  is  to  be  deemed  to  have  realized  the  abie. 
market  price  of  the  day  on  which  it  was  disposed  of  or 
sold. 

The  enactment  in  question  is  set  out  after  Rule  77. 

The  market  price  of  the  day  is  a  matter  of  fact 
to  be  determined  in  the  first  instance  by  the  assess- 
ing authority  (the  Commissioners  of  Inland  Revenue 
— Rule  110).  Appeal  may  be  made  to  the  appeal 
authority  (the  General  Commissioners  for  the 
District,  or  the  Special  Commissioners — Rule  114). 

It  may  be  doubted  whether  this  rule  operates 
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7».  Con- 
sideration 
not  easily 
ascertain- 
able. 
—{contd.) 


80.  Trading 
stock  sold 
with  other 

assets. 


81.  "  Trad- 
ing  stock  " 
defined. 


as  regards  the  new  owner  of  the  stock.  In  the 
ordinary  case  he  would  be  required  to  ascertain 
the  value  of  the  consideration  (Rule  91).  It  is 
clear  that  that  requirement  still  holds.  The  pre- 
sent rule  operates  "  for  the  purpose  of  this  section  " 
only — see  enactment  under  Rule  77. 

8o.  Where  the  trading  stock  is  sold  together  with  other 
assets,  the  Commissioners  of  Inland  Revenue  may 
determine  what  part  of  the  consideration  shall  be  attri- 
buted to  the  trading  stock.  Appeal  may  be  made  to  the 
General  Commissioners  for  the  Division,  or  to  the  Special 
Commissioners.     (Rule  114.) 

The  enactment  in  question  is  set  out  after  Rule  77. 

8i.  In  Rule  77  "trading  stock  "  includes— 

(a)  any  goods  such  as  are  sold  in  the  ordinary  course 
of  a  trade  or  business,  whether  in  a  finished  condition 
or  not;  and 

(b)  any  raw  or  other  materials  used  in  the  manu- 
facture or  preparation  of  any  such  goods. 

The  enactment  in  question  is  set  out  after  Rule  77. 

The  only  difficulty  likely  to  be  experienced  in  the 
application  of  this  rule  will  concern  "  unfinished  " 
and  "  raw  "  materials.  Even  here  the  descriptions 
are  very  wide.  The  terms  include  all  that  might 
be  described  as  circulating  capital  (i.e.,  assets 
acquired  or  produced  for  re-sale  or  sale  at  a  profit). 
Where  the  asset  has  been  acquired,  it  is  clearly 
within  the  rule  as  from  the  date  it  was  acquired. 
But  where  it  has  been  produced,  closer  consideration 
is  necessary. 
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Such  asset  may  have  been  produced  by  working  .^'sJ^i^.* 
upon  raw  materials  or  parts  which  themselves  were  ^^.) 
acquired.  There  is  no  difficulty  here,  as  even  the 
materials  and  parts  were  trading  stock.  On  the 
other  hand,  the  asset  may  be  a  colliery's  stock  of 
coal,  produced  from  the  mine.  It  would  appear 
that  the  coal  became  "  trading  stock  "  from  the 
time  it  was  "  gotten."  A  doubt  might  arise,  in 
theory,  as  regards  "  gotten  "  coal  not  yet  brought 
to  the  surface,  or  as  regards  (say)  nitrates  taken 
from  the  nitrate  beds  abroad,  but  not  yet  brought 
to  this  country.  In  this  case,  as  in  all  others,  the 
asset  probably  becomes  trading  stock  as  soon  as 
it  is  saleable.  Usually  stock  in  transit  is  com- 
paratively small ;  but  if  the  question  arises,  the 
term  **  trading  stock  "  is  likely  to  be  given  the 
widest  possible  interpretation. 


82.  If  the  trading  stock  belongs  to  a  trade  or  business  «.  Existing 

•*  "  business. 

existing  at  the  time  of  sale,  the  profit  on  such  sale  is 
deemed  to  arise  from  the  business. 

The  enactment  in  question  is  set  otU  after  Rule  77. 

This  is  the  simplest  case,  in  which  a  concern 
disposes  of  its  stock  in  bulk,  instead  of  in  a  series 
of  transactions.  The  sum  received  appears  in  the 
trading  account  in  the  ordinary  way. 

It  is  immaterial  whether  or  not  the  concern  ceases 
business  immediately  after  the  sale. 

"  Sale  "  has  the  broad  definition  given  to  it  in 
Rules  78  and  79. 
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?fasS"*"'^^^  83.  If  the  business  to  which  the  trading  stock  belonged 
has  ceased  at  the  time  of  sale,  it  is  nevertheless  deemed 
to  have  been  carried  on  up  to  and  including  the  time 
of  sale.  In  this  case  the  Accounting  Period  is  to  be 
determined  by  the  Commissioners  of  Inland  Revenue. 

The  enactment  in  question  is  set  out  after  Rule  77. 

This  rule  has  two  branches  :  (a)  the  prolongation 
of  trading  operations  to  include  the  sale  ;  and  (b) 
the  determination  of  the  Accounting  Period. 

(a)  The  prolongation  of  trading  operations  to  include 
the  sale. — A  business  may  have  ceased,  say,  at 
10th  March,  1918  ;  and  its  last  account  may  have 
been  drawn  out  to  cover  the  period  from  1st  January, 
1918,  to  10th  March,  1918.  The  stock-in-trade  may 
have  been  disposed  of  on  1st  May,  1918.  In  this 
case,  the  business  is  regarded  as  having  continued 
up  to  and  including  1st  May,  1918.  Between 
11th  March,  1918,  and  1st  May,  1918  (inclusive),  the 
trade  has  resulted  in  a  profit  represented  by  the 
sum  or  consideration,  etc.,  received  for  the  stock, 
less  the  value  at  which  it  stood  in  the  books  at 
10th  March,  1918,  and  less  expenses.  Expenses 
would  include  the  expenses  of  the  owner,  agent, 
liquidator,  trustee,  or  receiver  or  other  person 
(who  is  deemed  to  have  carried  on  the  business), 
so  far  as  such  expenses  had  relation  to  the  stock 
and  were  incurred  with  a  view  to  and  in  the  course 
of  its  sale. 

(b)  The  determination  of  the  Accounting  Period. — 
In     the     ordinary     course     the     period     between 
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1st  January,  1918,  and  10th  March,  1918,  would  ^^'1'^'^'* 
form  an  Accounting  Period  (Rule  16)  ;  similarly,  -<«»^) 
the  period  between  11th  March,  1918,  and  1st  May, 
1918,  would  form  an  Accounting  Period  so  soon  as 
the  account  of  the  sale  on  1st  May,  1918,  had  been 
drawn  up.  Under  the  last  part  of  the  present  rule, 
however,  the  Commissioners  of  Inland  Revenue  may 
vary  this  and  make  what  order  they  think  fit  as 
regards  the  duration  of  the  Accounting  Period. 


84.  Where   the   business   had   ceased   and   Rule   83  ?*•  Liquida- 

»  ^    tor,  etc., 

operates,  the  person  by  whose  authority  the  trading  stock  i»*we. 
is  sold  is  deemed  to  be  the  person  carrying  on  the  business 
and  is  liable  to  pay  the  duty. 

This  may  apply  to  the  owner,  agent,  liquidator,  trustee, 
receiver  or  other  person  acting  in  a  similar  capacity,  who 
authorizes  the  sale. 

The  enactment  in  question  is  set  out  after  Rule  77 • 


85.  After  the  14th  May,  1918,  no  person  may  dispose  86.  Disposal 
of  trading  stock  other  than  by  way  of  sale,  unless  he  May,  1918. 
has  previously  made  provision  to  the  satisfaction  of  the 
Commissioners  of  Inland  Revenue  for  securing  the  pay- 
ment of  any  Excess  Profits  Duty  which  may  be  chargeable. 

Any  disposal  of  stock  in  contravention  of  this  rule  is 
void  and  of  no  effect. 

The  enactment  in  question  is  set  out  after  Rule  11 . 

This  rule  clearly  includes  disposal  by  way  of  gift, 
which  is  mentioned  here  by  way  of  illustration  of 
the  extensive  scope  of  the  rule. 

13— (1567) 
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86-^Dispcgai       General  Note  on  Chapter  XII. 

May,  1918. 

—{contd.)  Nothing  in  this  chapter  may  cause — 

(a)  Rules  37  and  112  to  operate  so  as  to  impose 
any  liability  on  the  purchasers  of  the  stock  ; 

(b)  the  appointment  of  a  liquidator,  etc.,  to 
be  treated  as  a  change  of  ownership  ; 

or  shall  prevent — 

(c)  Rules  5  and  6  from  having  effect,  as  if  the 
profits  of  the  sale  had  been  made  by  the  previous 
owner. 

See  enactment  after  Rule  77,  page  184. 


CHAPTER  XIII 

The  Computation  of  Profits  :  Rules  for 
Special  Concerns 

LIFE  ASSURANCE  COMPANIES — INVESTMENT  COM- 
PANIES— UNDERTAKINGS  OF  LOCAL  AUTHORITIES — 
CO-OPERATIVE    SOCIETIES. 

86.  In  the   case    of    life    assurance    businesses    and  m.  Life 

Assurance 

investment  companies,  the  income  from  investments  is  companies: 

^  '  investment 

to  be  taken  into  account.    Adjustments  are  to  be  made  companies. 
in  respect  of  variation  in  the  value  of  investments  which 
is  not  due  to  a  variation  of  profit  ;   also  in  respect  of 
Excess  Profits  Duty  having  been  paid  by  or  repaid  to  the 
company  with  whom  the  investment  was  made. 

In  estimating  the  profits  no  account  shall  be  taken  of 
income  received  from  investments^  except  in  the  case  of 
life  assurance  businesses  and  businesses  whete  the  principal 
business  consists  of  the  mailing  of  investments.  Where 
account  is  taken  of  any  such  income — 

(a)  Any  variation  in  the  value  of  any  of  those  invest- 
ments which  appears  to  the  Commissioners  of  Inland 
Revenue  not  to  be  due  to  a  variation  in  profits  shall  also 
be  taken  into  account  ;  and 

(b)  Where  the  income  has  been  derived  from  profits 
in  respect  of  which  any  payment  or  repayment  of  Excess 
Profits  Duty  has  been  made  under  this  A  ct,  such  deduction 
or  addition  shall  be  made  in  computing  the  profits  as  will 

1  See  Rule  42. 
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As'siiance  ^^kc  pvopev  allowancc  for  that  payment  or  repayment 

fn-^stmint         ^^  ^"^^'^     (^*^^^^^^  (^<'-  2)  Act,  1915,  Fourth  Schedule, 
con^p^"/^ •         Par/  /,  8.) 

(As  to  the  exclusion  of  the  income  from  invest- 
ments in  other  cases,  see  Rule  42.) 

Under  the  Finance  Act,  1915  (Sec.  11),  it  was 
provided  that  for  Income  Tax  purposes  the  life 
assurance  business  of  a  company  should  be  regarded 
separately  from  any  other  business.  This  direction 
would  extend  to  Excess  Profits  Duty  (Rule  38). 

Reference  is  made  to  investment  companies 
{'*  businesses  where  the  principal  business  consists 
of  the  making  of  investments").  The  status 
of  a  company  in  this  connection  is  practically 
certain  to  have  been  determined  already  for  Income 
Tax  purposes.  Companies  within  the  rule  must  be 
distinguished  from  companies  whose  principal 
business  is  the  buying  and  selling  of  stocks  and 
shares. 

Variation  in  the  value  of  investments  not  due  to  a 
variation  of  profit.  Where  the  value  of  an  invest- 
ment has  varied  because  of  an  increase  or  decrease 
in  the  profit  made  by  the  company  concerned,  the 
variation  in  value  is  not  taken  into  account  for 
Excess  Profits  Duty  purposes.  The  variation  in 
profit  will  naturally  have  made  itself  felt  in  the 
Profit  and  Loss  Account.  Where,  however,  the 
value  of  an  investment  has  varied  on  some  account 
other  than  an  increase  or  decrease  in  the  profit  made 
by  the  company  concerned,  such  variation  in  value 
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is  to  be  taken  into  account.  An  example  may  be  JJ-gi"^^^.^. 

taken  as  follows—  -™e?tmcni 

1911.  1912.  1913.  1914.   'IfST 

£  £  £  £ 

Income     from     invest- 
ments    .          .          .        18.000  19.000  20,000  30.000 
Allowable  Expenses     .          3,000  4,000  4,000         5,000 


Net  Income     . 

ilue  of  Investments  : 
Investments     whose 
value     has     varied 
because     of    varia- 
tion in  profit 
Other  Investments  . 

;^15.000 

200.000 
100.000 

;^  15.000 

£ 

210.000 
100.000 

;^16.000 

£ 

230,000 
100.000 

;^25,000 
£ 

280,000 
90,000 

Total  Value 

;i300.000 

;£3  10,000 

;£330,000 

;^370,000 

Assuming  that  changes  in  the  investments  held 
over  the  four  years  may  be  neglected  for  our  pur- 
pose, the  effect  of  the  rule  is  that  the  leap  to 
£280,000  in  the  value  of  the  "  variation  in  profit  " 
shares  is  not  to  be  regarded  in  calculating  liability 
(the  taking  of  the  rise  in  income  into  account  being 
sufficient)  ;  but  that  allowance  is  to  be  made  for 
the  ;f  10,000  lost  in  the  capital  value  of  other  shares. 

Income  from  a  source  already  charged  with  Excess 
Profits  Duty. — The  general  intent  of  this  rule  is  that 
if  a  company  would  have  received  a  yield  of  (say) 
£8,000  from  a  second  company,  but  receives  a  yield 
of  only  £6,000  because  of  the  Excess  Profits  Duty 
charged  on  the  second  company,  that  £6,000  may 
not  in  fairness  be  reduced  to  £4,000  by  a  second 
charge  of  the  same  duty.  If,  in  a  later  period,  the 
yield  would  be  £5,000,  but  is  increased  to  £7,000 
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86.  Via 

Assurance 
companies: 
investment 
companies. 
—(contd.) 


by  reason  of  the  repayment  of  Excess  Profits  Duty 
to  the  second  company,  a  reverse  adjustment  must 
be  made. 

The  exact  working  out  of  adjustments  under  both 
sections  of  this  rule  must  depend  on  the  circum- 
stances of  the  case  concerned.  Under  the  second 
heading  careful  consideration  would  have  to  be  given 
to  the  question  as  to  what  dividend  would  have  been 
received  had  no  Excess  Profits  Duty  been  charged 
on  the  company  in  which  the  investment  was  made. 


87.  Local 

Authorities. 


87.  The  industrial  undertakings  of  a  Local  Authority 
are  to  be  regarded  as  separate  businesses,  but  the  results 
are  to  be  aggregated.  Sums  required  to  be  raised  by  the 
undertakings  for  sinking  fund  purposes  are  to  be  allowed 
as  deductions  from  profits. 

In  computing  the  total  profits  of  a  local  authority  from 
any  trades  or  businesses  carried  on  by  that  authority  the 
total  amount  which  is  required  to  be  raised  by  them,  out  of 
the  rates  or  otherwise,  for  sinking  fund  purposes  in  con- 
nection with  those  trades  or  businesses  shall  be  allowed  as 
a  deduction.  (Finance  (No.  2)  Act,  1915,  Fourth  Schedule, 
Part  I,  9.) 

The  Act  distinctly  implies  that  a  local  authority 
carries  on  businesses  and  not  a  business  ;  also  that 
the  '*  total  profits  "  are  to  be  computed.  See  notes 
on  page  31. 

The  reference  in  the  Act  to  amounts  raised  for 
sinking  fund  purposes  "  out  of  the  rates  or  other- 
wise "  bears  on  undertakings  which  receive  rates  or 
grants  from  the  rates  or  which  are  included  in 
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Funds  into  which  rates  are  paid.      Thus  a  municipal  fjthSg'es. 
waterworks  might  result  generally  as  follows —  -{contd.} 

Receipts  from  sale  of  water        .         .      £5,000 
..     water-rates         .         .    100,000 


£105,000 
Expenses  of  production     .         .         .      98,000 

Surplus.         .         .     £7,000 

For  Income  Tax  purposes  (and,  therefore,  for 
purposes  of  the  duty  under  consideration),  the 
profit  would  be  something  like — 

The  sinking  fund  payment  might  be  £3,000,  and 
this  would  be  ignored  for  Income  Tax  purposes. 
In  dealing  with  the  Excess  Profits  Duty,  however, 
the  waterworks  must  be  taken  to  have  resulted  in 
a  loss  of  £2,300.  This  would  be  aggregated  with 
the  results  of  the  remaining  undertakings  of  the 
authority. 

88.  The  liability  of  an  Industrial  and  Provident  Society  w.^/;^^*' 
is  computed  by  ascertaining  by  how  much  the  profits  ^^^^^^^ 
per  member  in  the  accounting  period  exceeded  the  profits 
per  member  in  the  pre-war  period  taken  as  the  basis  of 
the  standard  of  profits,  and  by  multiplying  the  excess 
by  the  number  of  members  in  the  accounting  period. 

As  regards  accounting  periods  ending  after  31st 
December,  1916,  an  alternative  method  of  computation 
is  permitted,  viz.,  the  ascertaining  of  any  excess  on 
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88.  Indus- 
trial and 
Provident 
Societies. 
— (coti/rf.) 


transactions  with  non-members  by  the  ordinary  rules, 
and  the  ascertaining  of  any  excess  on  transactions  with 
members  by  reference  to  increased  profit  or  surplus  per 
pound  of  turnover.  There  are  restrictions  as  regards 
allowances  for  deficiencies  when  this  alternative  is 
adopted. 

In  the  case  of  societies  registered  under  the  Industrial 
and  Provident  Societies  Acts,  the  Excess  Profits  Duty  shall 
he  charged  on  the  sum  by  which  the  profits  per  member 
for  the  accounting  period  {including  any  surplus  arising 
from  transactions  with  members)  exceed  the  like  profits 
per  member  in  the  pre-war  trade  year  or  average  of  years 
taken  as  the  basis  of  computation  for  the  purpose  of  the 
pre-war  standard  of  profits,  multiplied  by  the  number  of 
members  in  the  accounting  period.  (Finance  (No.  2)  Act, 
1915,  Fourth  Schedule,  Part  I,  10.) 

In  the  application  of  Part  III  of  the  principal  Act  to 
excess  profits  duty  for  any  accounting  period  ending  after 
the  thirty-first  day  of  December  nineteen  hundred  and 
sixteen,  the  following  provisions  shall  have  effect — 

The  excess  profits  duty  of  a  society  registered  under 
the  Industrial  and  Provident  Societies  Acts  may,  if  the 
society  so  requires,  instead  of  being  computed  as  pro- 
vided for  by  paragraph  ten  of  Part  I  of  the  Fourth 
Schedule  to  the  principal  Act,  he  computed  as  follows— 

The  amount  of  excess  profits  (if  any)  arising  on 
commercial  transactions  with  non-members  shall  be 
separately  ascertained  in  accordance  with  the  general 
principles  of  the  principal  Act,  and  there  shall  be 
added  thereto  the  amount  (if  any)  by  which  the  profit 
or  surplus  arising  from  transactions  with  members 
per  pound  sterling  of  turnover  in  the  accounting 
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period  exceeds  the  like  pro/it  or  surplus  in  the  pre-war  ^l^^' 
trade  year  or  average  of  years  taken  as  the  basis  0/  |J^J^^^"^ 
computation  for  the  purpose  of  the  pre-war  standard  —icotud.) 
of  profits  in  respect  of  such  commercial  transactions 
as  aforesaid,  multiplied  by  the  number  of  pounds 
sterling  of  turnover  in  the  accounting  period  ;   and 
excess  profits  duty  shall  be  charged  on  the  sum  of  those 
amounts  : 

Provided  that  the  method  of  computation  hereby  laid 
down  shall  not  be  adopted  for  ascertaining  the  amount 
of  any  deficiency  or  loss  for  the  purposes  of  subsection  (3) 
of  sectiofi  thirty-eight  of  the  principal  Act,  nor  shall  any 
duty  computed  under  this  provision  be  repaid  or  remitted 
by  reason  of  a  deficiency  or  loss  in  any  other  accounting 
period  computed  as  provided  for  by  the  said  paragraph 
(10). 

Regulations  made  by  the  Commissioners  for  the 
purpose  of  carrying  the  foregoing  provision  into  effect 
may  provide  for  defining  aftd  ascertaining  turnover  and 
the  profit  or  surplus  per  pound  sterling  thereof,  and  for 
the  application  of  that  provision  to  new  societies,  and 
for  extending,  subject  to  such  modifications  as  may  be 
prescribed,  to  cases  where  duty  is  computed  under  that 
provision  any  of  the  general  principles  of  the  principal 
Act  as  to  relief  from  duty.  (Finance  Act,  1917,  s. 
26  (8).) 

The  profits  concerned  include  the  surplus  arising 
from  transactions  with  members.  No  Income  Tax 
assessments  are  made  in  respect  of  the  profits  or 
surpluses  of  such  societies. 

The  society  has  obviously  the  same  options  with 
regard  to  the  selection  of  the  pre-war  trade  years. 
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88.  i£idus-     on  the  trading  of  which  the  standard  of  profit  is 

inal  and  i_  a  t 

P^v^^em      based     (Rule    20).     The    normal    case    may    be 
—icontd.)      illustrated  as  follows — 

Year  to  31st  December,  1911— 

Number  of  Members,  1,500  Profit  £29,000 
Year  -to  31st  December,  1912— 

Number  of  Members,  1,600  Profit  /;3 1,000 
Year  to  31st  December,  1913— 

Number  of  Members,  1,700  Profit  £34,000 
Year  to  31st  December,  1914— 

Number  of  Members,  1,800     Profit  £40,000 


Profit  for  Member,  1911 
1912 
.        1913 
„        1914         . 

Standard  of  Profit  =  i^^tiU?^ 

2 

=  £1  19s.  Aid.  per  member. 
Profit  in  Accounting 

Period        . .      . .       =  £2    4s.  5Jd.  per  member. 


£  s. 

d. 

1  18 

4 

1  18 

9 

2    0 

0 

2    4 

5i 

Excess  =      5s.  0|d. 

£     s.  d. 

Multiply  excess  by  1,800       =  456    5  0 

Allowance        =  200    0  0 


Taxable  Excess     /256    5    0 


—{conid.) 
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The  alternative  method  of  computation  is  intended  ^^/and* 
to  meet  the  complaint  that  increased  prices  entail  ISJ^tfe^ 
a  nominally  increased  turnover,  and  that  as  regards 
members  it  is  inequitable  to  charge  excess  profits 
duty    on    the    nominally    increased    surplus    (or 
discount)  returned  to  members. 

The  Regulations  made  by  the  Commissioners  of 
Inland  Revenue  are  as  follows — 

Regulations  dated  31st  December,  1917,  made  bv 

THE  Commissioners  of  Inland  Revenue,  under 

Section  26  (8)  of  the  Finance  Act,  1917 

Short  Title 

1.  These  Regulations  may  be  cited  as  the  Industrial  and 
Provident  Societies'  (Excess  Profits  Duty)  Regulations, 
1917. 

Definition  of  Terms  used 

2.  In  these  Regulations  (unless  the  context  otherwise 
requires)  the  expressions — 

Trade  account. 

Sales  of  goods, 

Stocks  at  beginning    [of  year]. 

Stocks  at  end     [of  year]. 

Purchases  of  goods  and  carriage. 

General  expenses  chargeable  to  trade  (expenditure), 
shall  refer  to  and  be  construed  in  the  same  manner  as  the 
same  expressions  are  construed  respectively  in  the  annual 
return  prescribed  by  the  Chief  Registrar  for  Societies 
carrying  on  Industries  and  Trades  under  the  Industrial 
and  Provident  Societies'  Acts.  1893  to  1913. 

In  the  case  of  any  Society  to  which  subsection  26  (8)  of 
the  Finance  Act,  1917,  applies,  which  is  in  receipt  of  profits 
other  than  profits  from  the  sale  of  goods  and  commodities, 
the  term  "  sales  "  in  these  rules  shall  be  deemed  to  include 
rents  and  all  receipts  of  whatever  nature  in  connection  with 
such  profits. 

Pro/it  on  Commercial  Transactions  with  Non-members 

3.  The  profit  on  commercial  transactions  with  non- 
members  for  any  accounting  period  or  pre-war  trade  year 
shall  be  ascertained  as  follows — 
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88.  Indus- 
trial and 
Provident 
Societies. 

—{COHtd.) 


(a)  The  sales  of  goods  shown  in  the  trade  account 
shall  be  analysed  and  the  sums  included  for  sales  to 
non-members  ascertained. 

From  the  total  of  sales  to  non-members  deductions  shall 
be  made  as  follows — 

(b)  There  shall  be  deducted  so  much  of  the  items 
"  stocks  at  beginning  [of  year]  "  and  "  purchase  of  goods 
and  carriage  "  in  the  trade  account  and  of  any  productive 
wages  or  other  heads  of  expenses  taken  into  account  in 
periodical  valuations  of  stocks,  which  may  be  incurred 
in  the  period,  as  relates  to  the  actual  goods  sold  to  non- 
members  in  the  accounting  period,  if  separately  or 
specifically  ascertainable;  or,  if  and  so  far  as  the  separate 
figures  are  not  so  ascertainable,  there  shall  be  deducted 
a  cost  price  which  shall  bear  the  same  proportion  to  the 
cost  price  of  all  goods  sold  as  the  sales  of  goods  to 
non-members  bear  to  the  total  sales. 

The  cost  price  of  all  goods  sold  shall  be  taken  to  be 
the  total  of  the  "stocks  at  beginning  [of  year]  "  and 
"  purchases  of  goods  and  carriage  "  and  productive  wages 
and  other  expenses  taken  into  account  at  the  periodical 
valuations  of  stock,  less  the  "  stocks  at  end    [of  year]." 

{c)  There  shall  be  deducted  the  specific  expenditure 
permitted  under  the  provisions  of  the  Finance  (No.  2) 
Act,  1915,  which  has  been  incurred  in  the  period  in 
respect  of  sales  to  non-members  as  ascertained  under 
subsection  (a)  of  this  Rule,  if  such  expenditure  be 
known,  or  so  far  as  it  is  known,  and  so  far  as  it  may  be 
necessary  to  be  separately  estimated  and  if  not  already 
included  in  sub-section  (6)  of  this  rule,  including  in 
any  such  expenditure  any  dividend  or  discount  to 
non-members. 

{d)  There  shall  be  deducted  any  further  charges  or 
overhead  expenses  (or  parts  thereof),  additional  to  those 
allowed  under  subsections  {b)  and  {c)  of  this  Rule, 
which  are  permitted  under  the  provisions  of  the  Finance 
(No.  2)  Act,  1915,  and  which  were  incurred  in  respect 
of  the  sale  to  non-members  and  may  not  be  specifically 
capable  of  allocation.  The  said  charges  and  expenses 
shall  bear  the  same  proportion  to  the  total  of  such 
charges  as  the  sales  to  non-members  bear  to  the  total 
sales. 

The  amount  by  which  the  profit  undei  this  Rule  for  the 
accounting  period  exceeds  the  average  profit  similarly 
computed  for  the  pre-war  years  adopted  as  standard  years 
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(proportionately  reduced  where  the  accounting  period  is  88.  Indus- 
less  than  a  year)  shall  be  deemed  to  be  the  excess  profit  ^^olident 
arising  on  commercial  transactions  with  non-members.       Societies. 

— (conid.) 

Profit  or  Surplus 

4.  "  Profit  or  surplus  "  shall  be  computed  in  the  same 
way  as  profits  would  be  computed  under  the  Finance 
(No.  2)  Act,  1915,  for  the  purposes  of  Rule  10  of  Part  I  of 
the  Fourth  Schedule  to  that  Act. 

Profit  or  Surplus  arising  from  Transactions  with 
Members 

5.  The  profit  or  surplus  arising  from  transactions  with 
members  shall  be  ascertained  by  deducting  from  the 
amount  computed  in  accordance  with  Rule  4  of  these 
Regulations  the  profit  on  commercial  transactions  with 
non-members  for  the  same  period  as  computed  under 
Rule  3. 

Turnover 

6.  "  Turnover  "  shall  be  deemed  to  be  the  amount  of 
sales  of  goods  appearing  in  the  trade  account  less  the  sales 
to  non-members  as  ascertained  under  Rule  3  [a]  of  these 
Regulations. 

Profit  or  Surplus  per  Pound  Sterling  of  Turnover 

7.  The  profit  or  surplus  per  pound  sterling  of  turnover 
shall  be  the  profit  ascertained  under  Rule  5  of  these  Regula- 
tions divided  by  the  turnover  in  pounds  sterling  as 
ascertained  under  Rule  6. 

8.  Where  the  amount  per  pound  sterling  ascertained 
under  Rule  7  of  these  Regulations  for  the  accounting  period 
exceeds  the  average  of  the  amounts  similarly  ascertained 
for  the  pre-war  trade  year  adopted  as  the  standard  years 
under  subsection  (8)  of  Section  26  of  the  Finance  Act, 
1917,  such  excess  shall  be  ascertained  and  when  ascertained 
shall  be  multiplied  by  the  number  of  pounds  sterling 
ascertained  as  the  turnover  in  the  accounting  period  under 
Rule  6. 

9.  For  the  purpose  of  the  assessment  and  charge  of 
Excess  Profit  Duty,  the  excess  profits  arrived  at  respec- 
tively under  Rules  3  and  8  of  these  Regulations  shall  be 
added  together,  provided  that,  where  the  computation 
under  either  rule  results  in  a  minus  quantity,  that  quantity 
shall  be  treated  as  nil  ;   and  from  the  sum  arrived  at  there 
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88.  Indus-      may  be  made  the  following  allowances  by  way  of  relief 
Provident       ^rom  duty  before  the  duty  is  computed,  that  is  to  say — 

-^cS.)  («)  In  respect  of  any  increased   capital   under  sub- 

section (1)  of  Section  41  of  the  Finance  (No.  2)  Act, 
1915,  an  allowance  at  the  rate  of  9  per  cent,  per  annum 
on  the  increase  of  the  apportioned  capital  employed  in 
the  accounting  period  over  the  average  amount  of  the 
apportioned  capital  employed  in  the  pre-war  standard 
years,  provided  that  the  allowance  so  made  shall  not 
exceed  the  Excess  Profits  arrived  at  under  Rule  3  of 
these  Regulations. 

The  apportioned  capital  shall  be  such  part  of  the  total 
capital  (computed  under  Part  III  of  the  Fourth  Schedule 
to  the  Finance  (No.  2)  Act,  1915)  as  bears  the  same  pro- 
portion to  the  whole  as  the  sales  to  non-members  bear 
to  the  total  sales. 

{b)  The  allowance  at  the  rate  of  /200  per  annum 
provided  by  Section  38  of  the  Finance  (No.  2)  Act,  1915. 

(c)  In  cases  where  the  total  average  profits  of  the 
pre-war  years  chosen  for  the  standard  (ascertained 
according  to  Rule  4  of  th«se  Regulations)  do  not  exceed 
;^500  and  where  the  profits  of  the  accounting  period, 
similarly  computed,  less  any  allowance  in  respect  of 
increased  capital  under  Rule  9  (a)  of  these  Regulations, 
are  less  than  ;^2,000  per  annum,  a  further  allowance  as 
provided  by  subsection  (4)  of  Section  26  oft  he  Finance 
Act,  1917,  and  where  the  total  average  profits  of  the 
standard  years  exceed  ;^500,  an  allowance  reduced  in 
accordance  with  that  subsection. 

{d)  Any  allowance  which  would  fall  to  be  made  under 
subsection  (3)  of  Section  40  of  the  Finance  (No.  2)  Act, 
1915,  if  the  trade  or  business  were  not  owned  by  a  society 
registered  under  the  Industrial  and  Provident  Societies' 
Acts. 

Time  Limit  and  Evidence 
10.  Any  Society  requiring  to  be  assessed  under  the 
provisions  of  subsection  (8)  of  Section  26  of  the  Finance 
Act,  1917,  shall  give  notice  of  such  requirement  not  later 
than  two  months  from  the  date  when  the  Commissioners 
of  Inland  Revenue  require  a  return  under  Section  44  of 
the  Finance  (No.  2)  Act,  1915,  and  shall  furnish  such 
accounts  and  particulars  as  the  Commissioners  may  require 
in  support  of  their  return  in  respect  of  liability  or  non- 
liability under  the  said  subsection  8  of  Section  26  as  the 
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case  may  be,   and  to  enable  the  apportionments  under  88.  indus- 

these  Regulations  to  be  made  or  examined.  Solidcnt 

11.  In    cases    which    present    exceptional    features    the  Societies. 

liabiUty  shall  be  computed  as  nearly  as  may  be  upon  the  — <""'^<') 
foregoing  principles. 

By  order  of  the  Commissioners  of  Inland  Revenue, 

R.  V.  NiND  Hopkins, 
Secretary, 
31st  December.  1917. 


CHAPTER   XIV 

The  Estimation  and  Effect  of  the 
Amount  of  Capital  Employed 

IN  ESTIMATING  CAPITAL,  ASSETS  ARE  TO  BE  IGNORED 
IF  THEIR  INCOME  IS  EXCLUDED  FROM  PROFITS — 
MONEY — ASSETS  ACQUIRED  BY  PURCHASE — ASSETS 
NOT  ACQUIRED  BY  PURCHASE — DEBTS — CAPITAL 
LOST  IN  PRE-WAR  YEARS — THE  GOODWILL  OF  A 
PRIVATE  COMPANY — INCREASE  IN  CAPITAL — 
DECREASE  IN  CAPITAL  —  CAPITAL  FORMERLY 
UNREMUNERATIVE. 

For  Income  Tax  purposes,  capital  matters  are 
hardly  regarded.  So  long  as  capital  charges  have 
been  excluded  from  the  expenses,  the  requirements 
are  satisfied. 

For  Excess  Profits  Duty  purposes,  capital  matters 
are  as  important  as  revenue  matters.  This  is 
because  allowance  is  made  in  respect  of  excess 
profits  deemed  to  be  attributable  to  increased 
capital,  and  because  the  reverse  operation  takes 
place  where  capital  has  decreased.  (Rules  96 
and  97.) 

But  there  is  another  reason.  Capital  and  revenue 
are,  as  a  rule,  interdependent  for  Excess  Profits  Duty 
purposes.  Thus,  to  reject  the  title  of  a  charge  to 
appear  in  the  revenue  accounts  is  to  add  it  to  the 
capital  outlay  on  which  allowance  is  usually  made 
as  stated.  Even  an  expenditure  under  the  heading 
**  Preliminary  Expenses  "  is  denied  a  place  among 
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revenue  expenses,  and  therefore  is  admitted  as  an 
item  of  capital. 

Again,  the  admission  of  income  as  a  trading 
receipt  depends  on  the  admission,  as  capital  used 
in  the  business,  of  the  capital  in  respect  of  which 
such  income  arises.     (See  Rules  42  and  89.) 

The  rules  for  the  computation  of  capital  will  now 
be  stated. 

8o.  In   estimating   capital   for   Excess   Profits  Duty  w.  capital 

.  ignored  if 

purposes,  no  account  may  be  taken  of  assets  the  mcome  income 

.  .   /    .      .  ,    .  .  .  ^  ignored. 

on  which  IS  ignored  in  estimating  profits. 

Any  capital  the  income  on  which  is  not  taken  into 
account  for  the  purposes  of  Part  I  of  this  Schedule,  and 
any  borrowed  money  or  debts,  shall  be  deducted  in  com- 
puting the  amount  of  capital  for  the  purposes  of  Part  III  ^ 
of  this  Act.  (Finance  {No.  2)  Act,  1915,  Fourth  Schedule, 
Part  III,  2.) 

As  regards  the  application  of  the  rules  contained 
in  this  chapter  attention  is  invited  to  the  matters 
dealt  with  in  the  comprehensive  examples  (Chapter 
XI).  The  ascertainment  of  capital  is  the  most 
diihcult  thing  in  the  Acts. 

See  Rule  42  regarding  the  exclusion  of  income 
from  investments  from  any  computation  of  profits 
for  purposes  of  this  duty. 

It  follows  necessarily  that  the  capital  sunk  in  the 
investments  must  be  ignored  in  any  computation 
of  the  actual  capital  of  the  business.  But  see 
Rule  42  for  notes  on  bank  deposits,   War  Loan 

*  i.e.,  the  Part  relating  to  the  Excess  Profits  Duty. 
X4— (1567) 
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f?iored*if     stock,  and  similar  assets  which  may  or  may  not 
be  regarded  as  investments. 


jnored 
income 
ignored. 
— (cotUd. 


90.  Capital 
includes 
money  and 
past  profits. 


90.  In  estimating  capital,  account  may  be  taken  of  the 
money  employed  in  the  business,  even  though  it  represents 
profits  accumulated  in  previous  (but  not  the  present) 
accounting  period. 

The  amount  of  the  capital  of  a  trade  or  business  shall,  so 
far  as  it  does  not  consist  of  money,  be  taken  to  be — 

(Here  follow  the  enactments  set  out  under  Rules 
59  to  61.)  (Finance  {No.  2)  Act,  1915,  Fourth  Schedule, 
Part  III,  1.) 

Nothing  in  this  part  of  this  Schedule  shall  prevent 
accumulated  profits  employed  in  the  business  being  treated 
as  capital.     (Fourth  Schedule,  Part  III,  3.) 

//  is  hereby  declared  that,  for  the  purpose  of  Excess  Profits 
Duty,  profits  of  any  trade  or  business  arising  and  accumu- 
lating during  any  accounting  period  are  not,  during  that 
period,  to  be  treated  as  accumulated  profits  within  the 
meaning  of  Part  III  of  the  Fourth  Schedule  to  the  principal 
Act,  or  as  capital  employed  in  the  trade  or  business. 
(Finance  Act,  1916,  s.  52.) 

The  Balance  Sheet  of  a  company  is  likely  to 
include  the  profit  of  the  period  just  ended,  which 
profit  is,  in  part,  awaiting  distribution  as  dividend. 
In  such  a  case,  only  part  of  the  cash  in  hand  can 
be  considered  as  being  "  employed  in  the  business." 
See  examples  in  Chapter  XVII  and  particularly 
under  Item  109,  page  290. 

In  1916  Mr.  McKenna  (Chancellor  of  the 
Exchequer)  said — 
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"If  any  accumulating  profits  have  actually  been  ^^iS?i*** 
invested  in  fixed  plant,  of  course  that  plant  will  be  piTprofitl 
allowed  for  ;    but  where  accumulating  profits  have  ~"<"'*^-^ 
not  been  so  definitely  allocated  to  capital  and  may 
be  divided  at  the  end  of  the  3'ear  by  way  of  divi- 
dend, it  would  be  very  improvident  to  treat  those 
accumulating  profits  as  fixed  capital.     The  accumu- 
lating profits  must  be  definitely  allocated  to  fixed 
capital,  or  else  they  must  wait  until  the  end  of  the 
year  until  the  accounts  are  made  up." 

In  the  course  of  the  Debate  on  the  Finance 
(No.  2)  Act,  1915,  Mr.  Montagu  (Financial  Secretary 
to  the  Treasury)  said — 

"  Capital  does  not  include  money  which  is  held 
for  division  or  for  dividends." 

A  private  trader  or  firm  may,  for  the  sake  of 
convenience,  include  in  the  Balance  Sheet  a  bank 
deposit  or  other  form  of  accumulated  profits  not  all 
required  for  use  in  the  business.  It  should  not  be 
difficult  to  determine  what  part,  if  any,  of  such 
profits  is  employed  in  the  business,  having  particular 
regard  to  the  permanence  or  otherwise  of  the 
deposit  throughout  the  period. 

See  Rule  42  in  this  connection. 

91.  In  estimating  capital,  assets  acquired  by  purchase  M.  capita! 
are  to  be  taken  at  their  purchase  price  (less  any  part  acquired  by 
thereof  which   has  not  been  paid),  subject  to  proper 
deductions  for  wear  and  tear  or  replacements.    When 
the  price  was  not  paid  in  cash  it  must  be  taken  as  the 
value  of  the  consideration  given  at  the  time  of  purchase. 


purchase. 
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91.  Capital: 
assets 

acquired  by 
purchase. 
— (could.) 


The  amount  of  the  capital  of  a  trade  or  business  shall, 
so  far  as  it  does  not  consist  of  money,  he  taken  to  he — 

(a)  so  far  as  it  consists  of  assets  acquired  by  purchase, 
the  price  at  which  those  assets  were  acquired,  subject 
to  any  proper  deductions  for  wear  and  tear  or  replace- 
ment, or  for  unpaid  purchase  money.     (Finance  (No,  2) 
Act,  1915,  Fourth  Schedule,  Part  III,  1.) 
Where  any  asset  has  been  paid  for  otherwise  than  in  cash, 
the  cost  price  of  that  asset  shall  be  taken  to  be  the  value  of 
the  consideration   at  the  time  the  asset  was   acquired. 
(Fourth  Schedule,  Part  III,  3.) 

In  determining  what  deduction  should  be  made 
for  "  wear  and  tear  or  replacements,"  it  is  necessary 
to  consider  what  the  proper  deduction  is.  The  word 
italicised  might  conceivably  be  read  in  accordance 
with  the  Income  Tax  Regulations  dealt  with  in 
Rule  58.  But  these  regulations  can  only  apply, 
if  at  all,  in  pursuance  of  Rule  38,  which  makes 
applicable  the  rules  of  the  Income  Tax  Act.  These 
rules  are  made  applicable,  however,  to  the  com- 
putation  of  profits  only.  The  matter  under  review 
is  the  computation  of  capital,  a  matter  for  which 
the  Income  Tax  rules  do  not  provide.  It  must, 
therefore,  be  concluded  that  a  proper  deduction  for 
wear  and  tear  is  not  necessarily  what  has  been  found 
proper  under  the  Income  Tax  Acts.  In  theory  this 
is  unfortunate,  having  regard  to  the  acceptance  of 
the  Income  Tax  rules  for  purposes  of  estimating 
profit.  (Rule  38.)  In  practice,  however,  Httle 
difficulty  is  experienced. 
,  In  considering  what  deduction  for  depreciation 
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would  be  considered  proper  for  a  computation  of  JJ^eS*''^'*' 
the  capital  employed  in  a  business,  the  ultimate  ^S^!"^ 
purpose  of  the  computation  should  be  borne  in  mind.  ~<«'*^'^^ 
That  purpose  is  the  ascertaining  of  what  profit  may 
be  expected  to  be  produced  by  the  capital  in  ques- 
tion. The  depreciation  for  which  allowance  should 
be  made  is  clearly  the  wastage  which  has  had  to 
be  made  good,  in  order  that  the  profit  might  be 
maintained.  As  regards  assets  in  respect  of  which 
Income  Tax  allowances  are  made  ("  machinery  and 
plant  "),  those  allowances  would  in  most  cases  be 
proper  for  Excess  Profits  Duty  purposes  also. 
But  deductions  must  also  be  made  for  assets  other 
than  "  machinery  and  plant."  What  other  assets  ? 
In  all  probability,  assets,  the  wastage  of  which 
has  had  to  be  made  good,  in  order  to  maintain,  in 
the  year  under  reviews  the  profits  which  they 
would  produce  in  their  condition  at  the  time  of 
purchase.  The  exact  list  must  depend  on  the 
peculiar  circumstances  of  each  business. 

Suppose,  however,  that  the  wastage  has  not  been 
made  good  and  that,  in  consequence,  the  profits 
derived  therefrom  have  not  been  maintained. 
In  this  case,  the  deduction  for  wear  and  tear  must 
obviously  have  relation  to  the  amount  by  which 
the  profits  might  reasonably  be  expected  to  have 
diminished. 

It  need  hardly  be  pointed  out  that  the  restric- 
tions indicated  above  are  to  the  advantage  of  tlie 
taxpayer,  inasmuch  as  they  serve  to  maintain  the 
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91.  Capital: 
assets 

acquired  by 
purchase. 
— [contd.) 


valuation  of  his  assets  at  a  high  level.  This  usually 
reduces  the  amount  of  duty  payable. 

See  Rule  60  regarding  Depreciation  of  Buildings. 

In  Bolands  Ltd.  v.  Inland  Revenue  [Irish  Court 
of  Appeal,  1918)  the  following  matter  was  decided  : 
A  number  of  years  prior  to  the  imposition  of  the 
Excess  Profits  Duty,  the  company  had  issued  shares 
as  part  purchase  price  for  its  undertaking.  It  con- 
tended that  the  assets  should  be  taken  at  their 
present  value  for  purposes  of  computing  capital. 

It  was  held  that  the  Company  was  wrong. 


82.  Capital: 
assets  not 
acquired  by 
purchase. 


92.  In  estimating  capital,  assets  which  have  not  been 
acquired  by  purchase  are  to  be  taken  at  their  value  when 
they  were  acquired,  subject  to  any  proper  deductions  for 
wear  and  tear  or  replacement. 

The  amount  of  the  capital  of  a  trade  or  business  shall, 
so  far  as  it  does  not  consist  of  money,  be  taken  to  be — 

(c)  So  far  as  it  consists  of  any  other  assets  which 
have  not  been  acquired  by  purchase,  the  value  of  the 
assets  at  the  time  when  they  became  assets  of  the  trade 
or  business,  subject  to  any  proper  deductions  for  wear 
and  tear  or  replacement.  (Finance  {No.  2)  Act,  1915, 
Fourth  Schedule,  Part  III,  1.) 
The  ascertainment  of  value  in  such  a  case  must, 
of  course,  depend  on  the  evidence  which  is  available. 
(See  the  notes  on  the  preceding  rule.) 


83.  Capital 
debts. 


93.  In  estimating  capital,  debts  owing  to  the  concern 
are  to  be  included.  Their  value  is  declared  to  be  their 
nominal  amount  less  the  amount  of  any  allowance  made 
therefrom  for  Income  Tax  purposes. 
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The  amount  of  the  capital  of  a  trade  or  business  shall,  J5i,{;*P*^*' 
so  far  as  it  does  not  consist  of  money,  be  taken  to  be — 

(b)  So  far  as  it  consists  of  assets  being  debts  due  to 
the  trade  or  business,  the  nominal  amount  of  those  debts 
subject  to  any  reduction  which  has  been  allowed  in 
respect  of  those  debts  for  Income  Tax  purposes.  (Finance 
(No.  2)  Act,  1915,  Fourth  Schedule,  Part  III,  1.) 

As  a  general  rule,  this  direction  will  result  in 
debts  being  valued  at  the  amount  appearing  in 
the  Balance  Sheet,  plus  the  amount  of  the  Bad 
Debts  Reserve  if  (and  only  if)  such  Reserve  is 
hidden  in  the  Balance  Sheet  by  being  deducted  from 
the  true  "  Sundry  Debtors."  Such  Reserve  will 
not  have  been  allowed  under  the  Income  Tax 
Acts. 

Debts  concerning  which  there  is  much  doubt 
(e.g.,  from  alien  enemies)  might  well  be  left  over 
until  the  end  of  the  war.  If  the  Revenue  elect  to 
make  an  assessment  on  the  assumption  that  they 
are  good,  satisfactory  evidence  of  their  extreme 
doubtfulness  would  no  doubt  secure  acquiescence 
in  the  partial  or  total  postponement  of  payment 
of  duty.     (See  also  Rule  56.) 

In  Bolands  v.  Inland  Revenue  (Irish  Court  of 
Appeal,  1918)  it  was  held  that  debentures  should 
not  be  regarded  as  capital. 

94.  For   the  purpose   of   computing   the   Percentage  M.  capitak 

Standard  (Rule  24),  the  existing  capital  may  be  increased  losses  in  six 

by  the  amount  of  decreases  in  capital  by  reason  of  trading  years. 
losses  during  the  last  six  pre-war  years. 
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94.  Capital: 

trading 

losses  in  six 

pre-war 

years. 

—{contd.) 


hi  the  application  of  Part  III  oj  the  principal  Act  to 
excess  profits  duty  for  any  accounting  period  ending  after 
the  thirty- first  day  of  December,  1916,  the  following 
provisions  shall  have  effect: 

Where  the  Commissioners  are  satisfied  that  during  the 

last  six  pre-war  trade  years,  owing  to  trading  losses, 

(a)  any  former  assets  of  any  trade  or  business  have 
ceased  to  form  part  of  the  assets  of  that  trade  or 
business,  or 

(b)  the  money  borrowed  in  respect  of  the  trade  or 
business  or  the  debts  of  the  trade  or  business  have 
increased, 

the  Commissioners  shall,  for  the  purpose  of  ascertaining 
the  capital  of  the  trade  or  business  in  any  case  ivhere  the 
percentage  standard  is  adopted,  compute  the  capital  as 
though  there  had  been  no  such  loss  of  assets  or  increase 
of  borrowed  money  or  debts.  (Finance  Act,  1917, 
s.  26  (6).) 


95.  Capital: 
goodwill  of 
vendor. 


95.  Where  the  shares  of  a  company  are  mainly  held 
by  the  person  who  owned  the  business  before  it  became 
a  company,  the  goodwill  of  the  business  is  not  (except 
in  special  circumstances)  to  be  reckoned  as  capital  for 
Excess  Profits  Duty  purposes. 

.  ,  .  but  where  a  trade  or  business  has  been  converted 
into  a  company  and  the  shares  in  the  company  are  wholly 
or  mainly  held  by  the  person  who  was  owner  of  the  trade 
or  business,  no  value  shall  be  attached  to  those  shares  so 
far  as  they  are  represented  by  goodwill  or  otherwise  than 
by  material  assets  of  the  company  unless  the  Commissioners 
of  Inland  Revenue  in  special  circumstances  otherwise 
direct.    Patents  and  secret  processes  shall  be  deemed  to  be 
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vialerial  assets.     (Finance   (No.   2)    Act,    1915,   Fourth  ^^fi''^^ 
Schedule,  Part  III,  S.)  -".t/k.) 

This  rule  has  special  reference  to  private  com- 
panies, whose  goodwill  might  be  set  do\\Ti  at 
whatever  value  the  proprietor  pleases. 

Patents  and  secret  processes  are  not  within 
this  rule. 

The  Commissioners  of  Inland  Revenue  are  made 
judges  of  what  constitute  the  special  circumstances 
in  which  exception  may  be  made.  The  Parlia- 
mentary reports  make  it  clear  that  goodwill  which 
has  been  bond  fide  purchased  is  to  be  regarded  as 
part  of  the  capital  of  the  concern  :  also  that  con- 
sideration will  be  shown  where  the  goodwill  of  a 
private  company  has  been  valued  at  its  ascertained 
market  value  at  the  time  of  the  formation  of  the 
company. 

96.  Where  the  capital  has  increased,  a  deduction  is  •jJ-Q^aScl*'" 
made  from  the  profits  of  the  accounting  period  equivalent  ^""^  increase. 
to— 

the  statutory  percentage  per  annum  on  the  amount 
of  the  increase,  for  the  purposes  of  any  accounting 
period  ended  on  or  before  31st  December,  1916,  or — 

3  per  cent,  more  than  the  statutory  percentage  per 
annum  on  the  amount  of  the  increase,  for  the  purposes 
of  any  accounting  period  ending  after  31st  December, 
1916. 

Where  capital  has  been  increased  during  the  accounting 
period,  a  deduction  shall  be  made  from  the  profits  of  the 
accounting  period  at  the  statutory  percentage  per  annum 
on  the  amount  by  which  the  capital  has  been  increased, 
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96.  Capital: 
allowance 
for  increase. 
—(contd.) 


for  the  whole  accounting  period  if  the  capital  has  been 
increased  for  the  whole  accounting  period,  and  if  the  in- 
creased capital  has  been  employed  for  part  only  of  the 
accounting  period,  for  that  part  of  the  accounting  period. 
(Finance  {No.  2)  Act,  1915,  s.  41  (1).) 

For  the  purposes  of  this  section,  capital  shall  be  taken 
to  he  increased  or  decreased,"^  as  the  case  may  be,  where 
the  pre-war  standard  is  a  profits  standard,  if  the  capital 
employed  in  the  trade  or  business  exceeds  or  is  less  than 
the  average  amount  of  capital  employed  during  the  pre-war 
trade  years  or  year  by  reference  to  which  the  profits  standard 
has  been  arrived  at,  and,  where  the  pre-war  standard  of 
profits  is  a  percentage  standard,  if  the  capital  exceeds  or  is 
less  than  the  capital  on  which  the  percentage  standard 
has  been  calculated.  (Finance  (No.  2)  Act,  1915, 
s.  41  (3).) 

In  the  application  of  Part  III  of  the  principal  Act 
to  excess  profits  duty  for  any  accounting  period  end- 
ing after  the  thirty-first  day  of  December  nineteen 
hundred  and  sixteen,  the  following  provisions  shall  have 
effect — 

(1)  7w  ascertaining  the  deduction  to  be  made  from  the 
profits  of  the  accounting  period  in  respect  of  increased 
capital,  ....  three  per  cent,  shall  be  added  to 
the  statutory  percentage  per  annum  ;  and,  accordingly, 
in  subsection  (I)  of  section  forty-one  of  ...  .  the 
principal  Act,  the  expression  "  statutory  percentage  " 
shall  be  taken  to  mean  the  statutory  percentage  as  so 
increased.      (Finance  Act,  1917.  s.  26  (1).) 


The  point  of  this  allowance  is  that,  when  more 
capital  is  employed  in  the  accounting  period  (or  a 

*  See  Rule  97  as  to  decreased  capital. 
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part  of  it)  than  in  the  pre-war  trade  years,  a  portion  JJ5-^,^.a!!cif'' 
of  the  increased  profits  is  assumed  to  have  arisen  Jl^i^.^^' 
solely  on  account  of  the  extra  capital.     The  portion 
which  has  so  arisen  is  ignored  in  computing  the 
taxable  excess  {i.e.,  it  is  deducted  from  the  profits 
of  the  accounting  period).     Thus — 

Profit  to  31st  January,  1912     .  .    £23,000 

Capital  .  .  .  £300,000 
Profit  to  31st  January,  1913     .         .     22,000 

Capital  .  .  .  300,000 
Profit  to  31st  January,  1914    .         .      24,000 

Capital  .  .  .  300,000 
Profit  to  31st  January,  1915     .         .      30,000 

Capital         .         .         .        310,000 

£24,000  +  23,000 


Pre-war  Standard  of  Profits 


2 

£23,500 


At  first  sight,  the  company  whose  figures  these  are 
might  be  assumed  to  have  made  excess  profits  to 
the  amount  of  £6,500.  But  part  of  the  £30,000 
may  reasonably  be  taken  to  have  arisen  from  the 
£10,000  additional  capital  employed.  The  Act  pre- 
scribes that  the  profit  so  arisen  shall  be  taken  to 
be  the  statutory  percentage  (ordinarily  6  per  cent, 
for  a  company,  but  see  also  Rules  26  to  29),  or  3  per 
cent,  above  the  statutory  percentage,  according  to 
period,  on  the  additional  capital.  For  purposes  of 
comparison,  therefore,  in  this  example  £600  of  the 
£30,000  is  to  be  ignored.  The  computation  will  be 
as  follows — 
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SS'"        Profit   of   the   Accounting   Period   to         £ 

i^Sr*  31st  January,  1915        .  .  .  30,000 

Deduct    6%   on    increased    capital — 
£10,000        .  ....  600 


Standard  of  Profits 


« 

29,400 
.      23,500 

Excess 
Allowance  . 

.       5,900 
200 

2)5,700 

£2,850 

If  the  capital  had  been  increased  at  1st  August, 
1914  (half-way  through  the  accounting  period),  the 
deduction  would  be  half  that  shown  above  (i.e., 
3  per  cent,  on  £10,000  or  6  per  cent,  on  £5,000). 

It  will  be  observed  that  the  additional  3  per  cent, 
allowance  operates  as  regards  the  whole  of  any 
accounting  period  ending  after  31st  December,  1916, 
but  in  respect  of  no  part  of  any  accounting  period 
ended  on  or  before  that  date.     Thus — 

Percentage  Standard  :  6  %  of  £100,000  =  £6,000. 

Capital  added  during —  £ 

Year  to  30th  September,  1915         .      10,000 

1916         .      20,000 


£30,000 
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Capital  in   use  during  year  to  30th  «S-„C|pUai: 

September,  1917    ....  030,000      '^^Zt!T' 
Allowance  in  respect  of  increased  capital — 
-  9  %  of  £30,000  =  £2,700 

In  ascertaining  whether  capital  has  increased 
comparison  is  made  between  the  capital  of  the 
accounting  period  and — 

(a)  when  the  standard  of  profits  is  a  profits 
standard — the  average  capital  of  the  period  on 
the  profits  of  which  the  standard  of  profits  has 
been  calculated : 

(b)  when  the  standard  of  profits  is  a  percentage 
statidard — the  capital  on  which  such  perceiftage 
standard  has  been  based. 

The  capital  of  the  accounting  period  is  for  this 
purpose  taken  at  the  average  amount  thereof 
during  such  period.  If  the  accounting  period  is 
not  a  full  year,  the  deduction  made  will  be  pro- 
portionately less  than  the  full  6  per  cent,  (or  7  per 
cent.)  on  the  increase. 

It  should  be  remembered  that  the  adjustment 
referred  to  is  only  required  to  be  made  in  order  to 
ensure  a  fair  comparison.  In  businesses  in  which  it 
would  be  difficult  to  calculate  the  average  capital 
throughout  a  year  (ignoring  the  profits  of  that  year), 
it  is  likely  that  the  comparison  of  the  initial  capitals 
of  each  period  would  meet  the  point.     Thus — 

Capital  at  1st  December,  1910       .      £4,000 
Profit  to  30th  November.  1911  .  800 
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86.  Capital: 
allowance 
for  increase. 
•—{contd.) 


Capital  at  1st  December,  1911 
Profit  to  30th  November,  1912 

Capital  at  1st  December,  1912 
Profit  to  30th  November,  1913 

Capital  at  1st  December,  1913 
Profit  to  31st  October,  1914     . 


;e4,150 

900 

4,200 

750 

4.200 

1,000 


Standard  of  Profit 


£900  +  800 


=  £850 


£4,000  +  4,150 


Assumed  average  capi-  ^ 

tal  in  pre-war  trade 

years  selected  as  the 

basis  of  the  standard 
Assumed  average  capital  in  Accounting 

Period 

Increase 


£4,075 


4,200 


125 


Profits  of  Accounting  Period  ( 1 1  months)        1 ,000 


1 1 


Deduct  ft  of  7  %  (say)  of  £125 


Standard  of  Profit,  £850  ;    fi  x  £850 

Excess 
Allowance  £200  :     ||  x  £200 


8 


992 
780 


212 

183 


2)     29 


Duty  (at  50%)  .     £      14 
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It  may  be  remarked  that  "  capital  "  for  purposes  ^J^l^^^^'' 
of  this  rule  is  **  capital  employed  in  the  business."  l^^coSo^' 
It  is  calculated  in  accordance  with  the  earlier  rules 
of  the  present  chapter. 

A  closing  illustration  will  be  given  with  regard 
to  a  concern  in  which  the  standard  of  profits  is  a 
percentage  standard.     Thus — 

Profits  for  year  to  30th  April,  1915  .  /8,000 
Percentage   standard   adopted  =  6%  on   / 100,000 

(the  capital  on  30th  April,  1914)  =  £6,000. 
Capital  increased  to  £120,000  on  1st  August,  1914, 

on  which  day  a  new  factory  came  into  use. 
Capital  increased  to  £126,000  on  1st  March,  1915, 

on  which  day  additional  machinery  came  into  use. 
Average  capital  in  the  year  to  30th  April,  1915 

=(£100,000  X  A)  +(£120,000  x  -j^a)  +  (£126,000  x  A) 
=  £116,000 

Computation —  £ 

Profits  of  Accounting  Period      .         .        8,000 
Deduct  6%  on  increased  capital  (£16,000)     960 

7,040 
Standard  of  Profits  ....        6,000 


Excess        .         .        1,040 
Allowance  .         I  200 


2)840 


Duty  (at  50%)     .     £    420 
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97.  Capital: 
adjustment 
for 
decrease. 


97.  Where  the  capital  has  decreased,  an  addition  is 
made  to  the  profits  of  the  accounting  period  equivalent 
to  the  original  statutory  percentage  per  annum  on  the 
amount  of  the  decrease. 

This  percentage  is  increased  neither  with  the  increased 
percentage  granted  to  concerns  other  than  companies 
{Rule  26),  nor  with  the  increased  percentage  granted  in 
respect  of  increased  capital  (Ride  96). 

Where  capital  has  been  decreased  during  the  accounting 
period,  an  addition  shall  be  made  to  the  profits  of  the 
accounting  period  at  the  statutory  percentage  per  annum 
on  the  amount  by  which  the  capital  has  been  decreased, 
for  the  whole  accounting  period,  if  the  capital  has  been 
decreased  for  the  whole  accounting  period,  and  if  the  capital 
has  been  decreased  for  part  only  of  the  accounting  period, 
for  that  part  of  the  accounting  period.  (Finance  (No.  2) 
Act,  1915,  s.  41  (2).) 

For  the  purposes  of  this  section,  capital  shall  be  taken 
to  be  increased  or  decreased,  as  the  case  may  be,  where  the 
pre-war  standard  of  profits  is  a  profits  standard,  if  the 
capital  employed  in  the  trade  or  business  exceeds  or  is  less 
than  the  average  amount  of  capital  employed  during  the 
pre-war  trade  years  or  year  by  reference  to  which  the  profits 
standard  has  been  arrived  at,  and,  where  the  pre-war 
standard  of  profits  is  a  percentage  standard,  if  the  capital 
exceeds  or  is  less  than  the  capital  on  which  the  percentage 
standard  has  been  calculated.  (Finance  (No.  2)  Act, 
1915,  s.  41  (3).) 

In  the  application  of  Part  III  of  the  principal  Act  to 
excess  profits  duty  for  any  accounting  period  ending  after 
the  thirty- first  day  of  December,  nineteen  hundred  and 
sixteen^  the  following  provisions  shall  have  effect — 
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The  statutory  percentage  shall,  in  the  case  of  a  trade  97.  capUai: 
or  business  not  carried  on  or  owned  by  a  company  or  for 

decrease 

other  body  corporate,  be  taken  to  be  eight  per  cent,  instead  —{cotud') 
of  seven  per  cent.  ;  and,  accordingly,  subsection  (2)  of 
section  forty  of  the  principal  Act  shall  have  effect  as 
though  eight  per  cent,  were  substituted  for  seven  per  cent.  : 

Provided  that  nothing  in  this  provision  shall  affect  the 
amount  of  the  statutory  percentage  for  the  purposes  of 
subsection  (2)  of  section  forty-one  of  the  principal  Act. 
(Finance  Act,  1917,  s.  26  (2).) 

This  rule  is  the  direct  converse  of  the  rule  which 
precedes  it.  It  hangs  on  the  principle  that  more 
profit  would  have  been  made  had  not  the  capital 
employed  decreased,  and  that  for  purposes  of  com- 
parison an  amount  shall  be  added  to  the  profits  of 
the  accounting  period  to  make  good  this  specially- 
caused  diminution.  Thus — 
Profit  to  31st  May,  1912  .         .      £8,000 

Average  capital    .         .         .         .    100,000 
Profit  to  31st  May,  1913  .         .       7,500 

Average  capital    ....      99,000 
Profit  to  31st  May,  1914  .         .        7,800 

Average  capital    ....      98,000 
Profit  to  31st  May,  1915  .         .      12,000 

Average  capital    ....      97,000 

Pre-war  Standard  of  Profits  ^^^00^+ 7,800 

2 
=£7,900 
Average  "  pre-war  "  capital  ^£^000  +  98,000 

-£99,000 

15— (156?) 
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97.  Capital:  £ 

^justment        Profit  of  Accouiiting  Pcriod        .         .      12,000 
^'So  Add  6  %  on  (^^99,000  -  £97,000  =£2,000)  --=  120 


Pre-war  Standard 


Excess 
Allowance 


Duty. 


12,120 
7,900 

4,220 
200 

2)4,020 

.     £2,010 


96.  Capital 
not  remu- 
nerative. 


The  principles  on  which  the  decreased  capital  is 
ascertained,  and  on  which  a  proportionate  adjust- 
ment only  is  made  where  the  accounting  period 
falls  short  of  a  year,  are  precisely  those  explained 
under  the  preceding  rule  regarding  increased  capital, 
and  it  is  needless  to  repeat  them  here. 

98.  Where  capital  was  introduced  after  ist  August, 
191 1,  but  was  unremunerative  or  not  fully  remunerative 
until  the  accounting  period,  an  appropriate  addition  may 
be  made  to  the  profits  standard. 

As  regards  accounting  periods  ending  after  31st 
December,  1916,  this  rule  applies  to  capital  introduced 
after  ist  August,  1908. 

Where  any  capital  employed  in  a  trade  or  business  which 
was  so  employed  for  the  first  time  within  three  years  before 
the  first  day  of  August,  nineteen  hundred  and  fourteen, 
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has  only  commenced  to  be  remunerative  or  fully  remunera-  W-  capita! 

-^  '        -^  not  remu- 

tive  in  the  accounting  period,  an  amount  equal  to  the  sta-  '^^i^j^\ 
tutory  percentage,  or  where  interest  lias  been  earned  on 
the  capital  but  at  a  rate  less  than  the  statutory  percentage, 
an  amount  which  would  bring  the  interest  earned  on  the 
capital  up  to  the  statutory  percentage,  as  the  case  may  be, 
shall  be  added  to  the  profits  standard.  {Finance  {No.  2) 
Act,  1915,  s.  41  (4).) 

In  the  application  of  Part  III  of  the  principal  Act  to 
excess  profits  duty  for  any  accounting  period  eliding  after 
the  thirty-first  day  of  December,  nineteen  hundred  and 
sixteen,  the  following  provisions  shall  have  effect — 

Six  years  shall  be  substituted  for  three  years  in  sub- 
section (4)  of  section  forty-one  of  the  principal  Act 
{which  provides  for  the  adjustment  of  excess  profits  duty 
in  respect  of  unremunerative  capital).  (Finance  Act, 
1917,  s.  26  (7).) 

The  principle  underlying  this  rule  is  the  same  as 
that  under  which  a  deduction  is  made  from  the 
profits  of  an  accounting  period  in  which  new  capital 
has  come  into  use  (Rule  96).  In  the  present  case, 
the  capital  concerned  is  not  new,  but  it  is  only  now 
becoming  fully  remunerative,  i.c^  is  only  now 
producing  the  **  statutory  percentage."  (Rule  24.) 
An  addition  to  the  profits  standard  is  equivalent 
to  a  deduction  from  the  profits  of  the  accounting 
period.  Where  a  percentage  standard  is  adopted, 
there  is  no  occasion  for  this  allowance. 

The  amount  to  be  added  to  the  profits  standard 
is  the  amount  by  which  the  income  arising  from 
the  capital  in  question  falls  short  of  the  statutory 
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S^tremu^^  perccntagc.  Thus,  in  the  case  of  a  company 
— (S.)  entitled  to  the  normal  statutory  percentage  (6  per 
cent.),  the  amount  added  should  be  6  per  cent,  on 
the  capital  concerned,  less  the  income  which  actually 
arose  from  that  capital.  If  a  new  factory  was 
opened  on  1st  January,  1913,  at  a  cost  of  £100,000, 
and  in  the  year  to  31st  December,  1913,  that 
£100,000  earned  £4,000,  the  addition  to  the  profits 
standard  would  be  £2,000  (£6,000  -  £4,000)  -^-  2  = 
£1,000.  The  £2,000  is  halved  because  the  profits 
of  1913  have  been  averaged  with  another  pre-war 
year's  profits  (in  computing  the  profits  standard), 
and  in  the  latter  year  there  was  no  increased  capital 
of  £100,000,  and  of  course  no  corresponding  earnings. 
For  purposes  of  the  pre-war  standard,  therefore, 
the  increased  capital  is  £50,000,  and  it  has  earned 
£2,000.  The  statutory  percentage  on  £50,000  (6%) 
would  yield  £3,000,  and  the  addition  to  the  standard 
under  Rule  98  is  £1,000.  In  these  circumstances 
an  allowance  would  also  be  claimed  under  Rule  96. 
In  the  case  of  a  concern  other  than  a  company, 
the  increased  statutory  percentage  for  periods  ending 
after  31st  December,  1916  (Rule  26),  should  be  taken 
into  account. 


CHAPTER  XV 

Special  Provisions  Regarding  Shipping  and 
the  Purchase  and  Sale  of  Ships 

1915  LEGISLATION — SHIPS  BOUGHT  AND  SOLD — 1916 
LEGISLATION — VENDOR'S  STANDARD  FOR  SHIP  SOLD 
TO  ATTACH  TO  PURCHASER — APPORTIONMENT  OF 
STANDARD  BETWEEN  SHIPS — ADJUSTMENT  FOR 
DIFFERENCES  IN  LOANS  (VENDOR'S  AND  PUR- 
CHASER'S)— DEPRECIATION  AND  OBSOLESCENCE 
ALLOWANCES  RESTRICTED  —  INFORMATION  RE- 
QUIRED FROM  VENDOR — 1917  LEGISLATION — ^WITH- 
DRAWAL OF  DEFICIENCIES  ALLOWANCE  FROM  1ST 
JANUARY,  1917 — APPORTIONMENT  OF  PROFITS — 
COMPOSITE   BUSINESS. 

The  special  Excess  Profits  Duty  legislation  with 
regard  to  ships  and  shipping  has  proceeded  in  three 
stages. 

(1)  1915.  The  provision  set  out  in  Rule  45  is  not 
peculiar  to  shipping  but  is  in  practice  almost  limited 
in  its  application  to  shipping.  The  general  effect  is 
to  prevent  an  undue  inflation  of  capital  by  reason 
of  the  abnormal  increase  in  the  selling  values  of 
ships.     Thus — 

Ship  purchased  in  1910  for         .         .   £50,000 
Ship  sold  in  1915  for  .         .         .    100,000 

New  ship  purchased  in  1915       .         .    100,000 

The  result  of  this  transaction  is  virtually  the 
exchange  of  one  ship  for  another  of  equal  value. 
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Yet  without  special  provision  the  result  for  Excess 
Profits  Duty  purposes  is  the  substitution  among 
the  assets  of  an  £100,000  item  for  a  £50,000  item. 
The  rule  in  question  prevents  this,  by  requiring  the 
variation  in  capital  to  be  limited  to  the  difference 
between  the  selling  price  of  the  old  ship  and  the 
purchase  price  of  the  new  ship.  (In  this  case  the 
difference  is  Nil.) 

(2)  1916.  The  provisions  of  the  Finance  Act, 
1916,  on  this  subject  are  set  out  in  Rules  99  to  103. 
They  apply  wherever  a  ship  has  been  sold  since 
4th  August,  1914,  if  the  Commissioners  of  Inland 
Revenue  so  require.  In  a  memorandum  issued  by 
the  Ministry  of  Shipping  it  is  stated  that,  "  speaking 
generally,  it  may  be  said  that  the  section  is  applicable 
where  the  ship  is  purchased  from  another  British 
shipowner,  but  not  where  it  is  purchased  from  a 
shipbuilder." 

These  also  are  intended  to  deal  with  the  special 
circumstances  arising  when  ships  are  sold  at  the  high 
prices  now  prevailing.  The  large  sums  accruing  to  the 
vendors  are  not  ordinarily  assessable  to  Income  Tax 
and  Excess  Profits  Duty;  where  they  are  assessable 
the  special  rules  under  consideration  do  not  apply. 

The  general  effect  of  the  rules  is  to  secure  from  the 
purchasers  as  much  Excess  Profits  Duty  as  would 
have  been  payable  by  the  vendors  had  no  sale  taken 
place  and  had  the  vendors  made  the  profits  which 
the  purchasers  in  fact  made. 

Rule  45  (see  above)  does  not  apply  where  the 
Commissioners  of   Inland   Revenue  have  required 
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the  application  of  Rules  99  to  103.  In  practice  the 
latter  rules  are  taken  to  apply  almost  automatically 
to  cases  in  which  shipping  concerns  buy  or  sell  ships. 
(3)  1 91 7.  Rules  104  to  106  withdraw  the  allowances 
for  deficiencies  or  losses  (Rule  5)  arising  after  31st 
December,  1916,  except  such  deficiencies  as  would 
arise  had  the  percentage  standard  been  adopted. 
These  Rules  are  incidental  to  the  extensive 
requisitioning  of  ships  by  the  Government. 

00.  The  Standard  of  Profits  which  attached  to  the  w.  ships: 

^  ^  vendor  s 

ship  in  the  hands  of  the  vendor  (profits  standard  or  per-  standard 

^  ^^  ^  continues. 

centage  standard,  as  it  happened  to  be)  shall  continue  to 
be  attached  to  the  ship  while  in  the  new  ownership. 

Where  any  ship  has  been  sold  since  the  fourth  day  of 
August,  nineteen  hundred  and  fourteen,  in  such  circum- 
stances that  the  profits  of  the  sale  are  not  the  profits  of  a 
trade  or  business,  the  following  special  provisions  shall,  if 
the  Commissioners  of  Inland  Revenue  so  require,  be  applied 
in  the  computation  of  the  liability  to  Excess  Profits  Duty  in 
respect  of  the  profits  arising  from  the  use  of  the  ship — 

(a)  The  pre-war  standard  of  profits  of  the  purchaser 
as  respects  the  ship  shall,  wliere  the  standard  of  the  trade 
Of  business  of  the  vendor  is  a  profits  standard,  be  calcula- 
ted by  reference  to  the  profits  arising  from  the  use  of  the 
ship  during  the  pre-war  trade  years,  and  shall  be  ascer- 
tained in  accordance  with  the  provisions  of  the  principal 
Act,  but  calculated,  where  necessary,  as  if  the  use  of  the 
ship  were  a  separate  business  ;  and  where  that  standard 
is  a  percentage  standard  the  pre-war  standard  of  profits 
as  respects  the  ship  shall  be  the  same  as  if  the  ship  had 
not  been  sold,  or,  in  the  case  of  a  ship  which  was  used 
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99.  Ships: 
vendor's 
standard 
continues. 
— {conid.) 


100.  Ships: 
apportion- 
ment of 
vendor's 
standard. 


for  the  first  time  after  the  fourth  day  of  August,  nineteen 
hundred  and  fourteen,  shall  he  calculated  by  reference 
to  the  capital  represented  by  the  ship  at  the  date  when 
it  was  first  used.     (Finance  Act,  1916,  s.  47.) 

It  might  be  to  the  advantage  of  the  new  owner 
to  revert  to  the  percentage  standard,  in  place  of  the 
profits  standard  selected  by  the  vendor  (or  vice 
versa),  but  no  such  change  is  permitted.  See  later 
rules  as  regards  the  allowance  for  increased  capital, 
etc. 

The  new  owner  might  have  selected  the  percentage 
standard  for  his  existing  business,  and  might  find 
that  his  newly  purchased  ship  has  been  subject  to 
the  profits  standard  (or  vice  versa).  The  difference 
must  continue. 

100.  If  the  vendor  owned  other  ships,  so  that  the  ship 
sold  was  joined  with  others  as  regards  the  standard  of 
profits,  that  standard  must  be  apportioned  between  the 
ship  sold  and  the  rest  of  the  ships. 

(b)  For  the  purpose  of  estimating  separately  the 
profits  arising  from  the  use  of  the  ship,  an  apportionment 
shall,  where  necessary,  be  made  of  the  total  profits  of 
the  trade  or  business  in  which  the  ship  has  been  used, 
regard  being  had  to  the  earnings  of  the  ship  as  compared 
with  the  earnings  of  the  other  assets  employed  in  the 
trade  or  business : 

Any  appeal  under  subsection  (5)  of  section  forty- five 
of  the  principal  Act,  so  far  as  it  involves  any  question 
of  an  apportionment  under  this  provision,  shall  be  to  the 
Special  Commissioners.     (Finance  Act,  1916,  s.  47.) 


Also  see'  (a),  page  236. 
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Percentage  Standard. 

If  the  standard  was  a  percentage  standard,  the  loo.  ships-. 
standard  to  be  apportioned  to  the  ship  sold  may  be  me^'^or 
based  on  the  total  cost  of  the  ship  (to  the  vendor),  ^^""^^f- 
less  depreciation  allowed  to  him.     The  fact  that  his 
capital  was  less  than  the  aggregate  values  of  his 
ships,  by  reason  of  loans,  etc.,  is  immaterial,  as 
adjustments  must  be  made  for  variations  in  this 
respect    (Rule  101).     The  apportionment  would  be 
as  follows — 

Vendor's  Percentage  Standard  £8,750,  based  on 
capital  as  below — 

Ship  A:       £  £  £ 

Total  Cost,  48,000  ;  Deprec'n.,  12,000  ;  Value,  36,000 

Ship  B  : 
Total  Cost,  64,000  ;  Deprec'n.,  10,000  ;  Value,  54,000 

Ship  C  : 
Total  Cost,  50,000  ;  Deprec'n.,  15,000  ;  Value,  35,000 

Ship  D  : 
Total  Cost,  54,000  ;  Deprec'n.,  22,000  ;  Value,  32,000 


157,000 
Value  of  other  assets  used  in  the  business      12,000 


169,000 
Loans  and  Debts         .         .      44,000 


Capital    .         .    125,000 
Percentage  standard  at  7  %  .      £8,750 

If  Ship  D  is  sold  (say  for  £100,000,  but  this  is 
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a??orS-'    immaterial),    the    Percentage    Standard    will    be 
vendoti       apportioned  as  follows — 
-(^tS  Ship      .  .  £32,000  @  7%  --=  £2,240 

Rest  of  concern  £93,000  @  7%  =  £6,510 


£125,000  £8,750 

The  vendor's  capital  is  likely  to  be  much  more 
than  £93,000  in  future.  He  would  obtain  an  allow- 
ance under  Rule  96.  as  would  also  the  purchaser. 

Profits  Standard, 

The  Vendor's  Standard  of  (say)  £16,000  may  have 
been  arrived  at  as  follows — 

1912  .         .     Profit   £15,000 

1913  .         .         „       £17,000 


2)32,000 

£16,000 

ssss=«i 

le  1912  and  1913 

profits  may 

have  arisen  thus 

1912. 

1913. 

Ship  X. 

Profits 

on  Voyages 

£7,000 

£9,000 

„    Y. 

n 

>> 

3,000 

2,500 

„  z. 

>t 

$t 

7,000 

8,000 

17,000     19,500 


less  Various  trading  expenses        1,500       2,000 
..    Interest        ...  500  500 


£15,000  £17,000 
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It  would  in  most  cases  be  reasonable  to  apportion  loo.  ships: 

apportion- 

the  Profits  Standard  on  some  such  basis  as  the  ment  of 

vendor  s 

following—  f^<^j 

7.000  +  9,000        16,000 
Ship  X  (sold)  i6;500Tl9:000  =  35:500  °^  ^^^^^""^ 

1^x^16.000  =  £7.21, 

Remaining  business    8,789 


£16,000 


The  profits  £16,500,  £19,000  (and  therefore 
£7,211)  are  before  charging  interest.  £8,789  is  after 
charging  all  interest,  as  none  is  charged  in  £7,211. 

The  capital  taken  as  attaching  to  Ship  X  (for 
purposes  of  the  adjustment  prescribed  under  Rule 
101)  would  be  its  total  cost  to  the  vendor,  less  depre- 
ciation allowances  thereon  to  him.  The  capital 
attaching  to  the  rest  of  the  business  (for  purposes 
of  adjustments  under  Rule  101)  would  be  his  capital 
as  previously  computed  less  that  now  assumed  to 
attach  to  Ship  X.  In  this  connection  it  is  the 
average  capital  over  the  "  Standard  Period  "  which 
is  in  point. 

1 01 .  The  adjustments  for  alterations  in  capital  required  JJJltJ**'^''' 
under  Rules  96  to  98  do  not  apply.    Any  differences  «*J^t°»«ots. 
(between  the  apportioned  capitals  {Rule  100)  and  actual 
capitals)  which  arise  out  of  variations  in  loans,  etc.,  are 
to  be  met  by  the  necessary  adjustments.     Differences 
arising  out  of  the  purchase  or  sale  are  to  be  disregarded. 
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101.  Ships:     .  .  .  and  the  pre-war  standard  of  profits  of  the  trade  or 

adfiltments.  busmess  of  the  vendor  and  of  the  purchaser  shall  respectively 

'~"'    '        f)g  reduced  and  increased  as  the  case  may  require,  with  any 

adjustments  which  may  be  necessary  to  meet  the  case  of 

borrowed  money  or  unpaid  purchase  money  or  other  similar 

matters.      (Income  Tax  Act,  1916,  s.  47  (a).) 

In  the  application  of  section  forty -one  ^  of  the  principal 
Act  to  any  trade  or  business  whose  pre-war  standard  of 
profits  has  been  determined  or  adjusted  under  this  section 
any  increase  or  decrease  of  capital  attributable  to  the 
purchase  or  sale  of  the  ship  shall  be  disregarded,  and 
where  any  such  determination  or  adjustment  has  taken  place 
both  in  respect  of  the  sale  of  a  ship  and  the  purchase  of 
another  ship  for  the  same  trade  or  business,  paragraph  6 
of  Part  IF^  of  the  Fourth  Schedule  to  the  principal  Act 
shall  not  apply.     (Finance  Act,  1916,  s.  47  (e).) 

It  will  be  noted  that  Rule  45  does  not  apply 
where  the  Rules  referred  to  in  this  chapter  come 
into  operation. 

The  effect  of  Rule  101  may  be  illustrated  as  follows. 
Company  owns  ships  P,  Q,  R  and  S.  Its  Standard 
of  Profits  is  £40,000.  The  company  sells  Ship  P, 
and  the  Standard  is  apportioned  (under  Rule  68) 
thus — 

£ 

ShipP  .         .         .       8,000 

Rest  of  business    .  .      32,000 

In  the  examples  given  in  illustration  of  Rule  100, 
all  loans  and  other  charges  have  been  taken  to  refer 

1  Rules  96  to  98.  »  Rule  45. 
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to  the  "  rest  of  business."     This  appears  the  best    ^JJitf/^'P^^ 
method,  as  the  allocation  of  a  part  of  the  loan  to  one    !?iST^'" 
particular  ship  might  be  a  difficult  matter  in  itself 
and  would  entail  a  more  complicated  adjustment 
under  Rule  101. 

It  is  immaterial  for  the  present  purpose  whether 
the  £40,000  was  a  Percentage  Standard  or  a  Profits 
Standard. 

Rules  96  to  98  require  adjustments  in  respect  of 
differences  between  the  capital  of  the  standard 
period  and  the  capital  of  the  accounting  period 
under  review.  These  rules  do  not  apply  where  the 
rules  of  this  Chapter  are  in  point,  but  a  correspond- 
ing adjustment  must  be  made,  which  must  never- 
theless ignore  alterations  in  capital  values  directly 
attributable  to  the  transfer  of  the  ship.  While  an 
allowance  must  be  made,  in  a  normal  case,  for  the 
increase  of  a  man's  capital  from  £50,000  to  £120,000 
(Rule  96),  no  such  allowance  may  be  made  on  the 
ground  that  a  ship  represented  £50,000  capital  to 
the  vendor  and  £120,000  to  the  purchaser. 

The  £8,000  Standard  apportioned  to  Ship  P  is 
assumed  to  have  been  computed  on  the  assumption 
that  all  interest  charges  related  to  Ships  Q,  R  and  S. 
It  follows  that  £8,000  is  the  Standard  of  Ship  P  free 
of  loans.  Its  capital  value  (at  the  standard  period) 
was,  therefore,  its  total  cost  (say,  £45,000)  less 
depreciation  (say,  £10,000),  i.e.,  £35,000.  If  this 
is  not  its  capital  value  in  the  hands  of  the  purchaser 
at  the  opening  of  the  accounting  period  concerned 
(ignoring  any  increase  in  consideration  of  the  large 
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101.  Ships:    purchase  price),  he  can  claim  or  must  submit  to  an 

capital  ^  '^  ' 

adjustments,  adjustment.     Ihus — 

—{coritd.)  ' 

Standard  jf8,000    :     Capital  £35,000 

(N.B.— If  the  £40,000  referred  to  above  was  a 
Profits  Standard,  the  Ship  P  Capital  £35,000  would 
be  the  average  over  the  two  years  selected  for  the 
Profits  Standard.  If  the  £40,000  was  a  Percentage 
Standard,  the  Ship  P  Capital  £35,000  would  be  the 
capital  at  the  end  of  the  last  pre-war  trade  year. 
The  £35,000  has,  of  course,  been  determined  under 
Rule  100  by  reference  to  Rules  20  to  25.) 

Capital  additions  to  Ship  P  since  the  Standard 
period :  £2,000  (replacement  of  machinery). 

Depreciation  allowances  since  the  Standard 
period :  £6,000. 

Present  Capital  Value  :  £35,000  +  2,000  - 
6,000  =  £31,000. 

Money  borrowed  by  the  purchaser  and  secured 
on  Ship  P  :   £10,000. 

Capital  value  to  the  Purchaser  £31,000  - 
£10,000  =  £21,000. 

An  adjustment  is  required  under  Rule  101  in 
respect  of  the  decrease  in  capital  from  £35,000  to 
£21,000  (difference  £14,000).  This  decrease  is  made 
up  of  £10,000  loan  and  £4,000  normal  decrease.  The 
latter  will  be  met  by  deducting  6%  on  £4,000  (Rule 
97)  from  the  Standard  of  £8,000.  The  former  will 
occasion  the  adjustments  "  which  may  be  necessary 
to  meet  the  case."  The  purchaser's  profits  will  be 
reduced  by  interest  on  the  £10,000,  and  it  is  probable 
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that  the  case  would  be  met  by  reducing  the  standard  iol  ships: 

-^  °  capital 

by  the  same  amount.  adjustments. 

;f8,000  -  6  %  on  £4,000  -  5  %  (rate  of  interest)  on 
;f  10,000  =  £7,260,  which  is  the  purchaser's  standard 
for  the  ship  until  the  next  accounting  period,  when 
a  similar  computation  will  be  necessary. 

We  now  revert  to  the  vendor  company.  It  has 
been  left  with  a  Standard  of  £32,000  for  "  rest  of 
business. ' '  We  will  assume  that  its  original  Standard 
of  £40,000  was  arrived  at  after  consideration  of  the 
fact  that  it  had  borrowed  £100,000  at  5%.  As 
explained  above,  none  of  that  loan  or  the  interest 
thereon  has  been  taken  to  attach  to  Ship  P.  At  the 
Standard  Period  the  company  stood  (say)  as  follows — 


Capital  Value  of  Ships  P, 

R, and  S 
Other  assets 

Q.          i 
.    320,000 

.      30,000 

Loan 

350,000 
.    100,000 

At  the  commencement  of  the 
under  review  it  stood  thus — 

Capital  Value  of  Ships  Q, 

andS      . 
Other  assets 

250,000 
accounting  period 

R,       £ 

.    270,000 
.      30,000 

300,000 
Loan  (paid  off)    .         .         .        Nil 

£300,000 
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lOL^ships:        (The  ;f  270,000  is  £320.000  (page  239),  less  £35,000 
^i^tments.  (Ship  P),  and  less  £15,000  subsequent  depreciation 
of  Ships  Q,  R,  and  S.) 

The  company's  capital  has  increased  by  £50,000, 
and  but  for  these  Rules  an  amount  equal  to  6% 
or  9  %  (according  to  the  period — see  Rule  96) 
thereon  (£3,000)  might  be  added  to  the  Standard 
of  £40,000,  making  it,  say,  £43,000. 

It  is  more  correct,  however,  that  the  standard 
should  be  increased  by  the  amount  of  the  interest 
formerly  payable  on  the  £100,000,  and  decreased  by 
the  £8,000  standard  transferred  (in  respect  of  the 
£35,000).  This  accounts  for  a  net  increased  capital 
of  £65,000.  Other  matters  have  so  operated  that 
the  increase  is  £50,000  only,  and,  say,  6  %on  £15,000 
should  accordingly  be  deducted  from  the  standard. 
The  vendor's  standard  for  the  period  becomes — 
£40,000  -f  £5,000  (interest  on  £100,000) 
-    8,000  (standard.  Ship  P) 

900  (6%  on  decreased  capital, 
£15,000) 
=  £36,100. 

102.  Ships:         102.  In  applying  Rule  58  (allowance  for  depreciation) 
for  and  Rule  63   (allowance  for  loss  of   capital  through 

^eprecia  ion,  ^j^^^gp^j^j^j  depreciation  or  obsolescence  in  consequence 

of  the  war)  no  allowance  shall  be  made  larger  because 

the  purchase  price  exceeds  what  was  the  capital  value 

of  the  ship  in  the  hands  of  the  vendor. 

Nothing  in  subsection  (3)  0/  section  forty  ^  of  the  principal 

Act  or  in  paragraph  three  ^  of  Part  I  of  the  Fourth  Schedule 

I  Rule  63.  «  Rule  58. 
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to  the  principal  Act  shall  operate  so  as  to  enable  the  pur-  102.  ships: 
chaser  of  the  ship  to  obtain  any  greater  relief  than  could  f^"''*"^® 
have  been  obtained  by  the  vendor  if  the  ship  had  not  been  efc***^  '*'"* 
sold,  other  than  relief  in  connection  with  expenditure  by  ~~^ 
the  purchaser  on  improvements  or  repairs.     (Finance  Act, 
1916,  5.  47  (d).) 

The  allowance  for  depreciation  is  4  %  or  5  %  on  the 
total  cost  of  the  ship.  A  ship  whose  total  cost  up 
to  the  outbreak  of  war  was  £50,000  might  easily 
be  sold  for  £120,000.  The  depreciation  allowance 
is  to  be  4  %  or  5  %  on  £50,000  and  not  on  £120,000. 

The  selling  value  of  that  same  ship  at  the  end  of 
the  war   might  be  £80,000.     If  the  "  exceptional 
depreciation  "  allowance  were  based  on  the  £120,000 
value,  a  claim  such  as  the  following  would  lie — 
Value  ....  £120,000 

Depreciation  allowances  since 

purchase  .         .         .      10,000 

110,000 
Value  at  end  of  war     .         .      80,000 


Further  allowance  due  .    £30,000 


By  substituting  the  £50,000  for  the  £120,000, 
however,  the  claim  is  ruled  out. 

1 03.  The  Commissioners   of    Inland    Revenue    may  103.  ships: 
require  the  vendor  to  give  such  information  to  themselves  from'"*  °° 
and  to  the  purchaser  as  they  think  necessary  in  order  to 
enable  these  rules  to  be  carried  out. 

The  power  to  require  returns  under  subsection  (1)  of 
section  forty-four  of  the  principal  Act  shall  include  power 

16— /i567> 


vendor. 
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103.  Ships: 
information 
from 
vendor. 
— (contd.) 


for  the  Commissioners  of  Inland  Revenue  to  require  any 
vendor  of  the  ship  to  give  such  information  to  them  and  to  the 
purchaser  as  the  Commissioners  think  necessary  in  order 
to  enable  the  provisions  of  this  section  to  be  carried  into 
effect,     {Finance  Act,  1916,  s.  47  (c).) 


In  the  examples  which  appear  above  the  statutory 
percentages  (6  %  and  7  %)  have  usually  been  taken. 
For  accounting  periods  ending  after  31st  December, 
1916,  see  Rules  26,  33  and  96. 


104.  Ships: 
restricted 
deficiency 
allowance. 


1917  Legislation 
104.  Duty  continues  to  be  payable  in  respect  of  any 
excess  arising  from  the  business  of  shipping,  whether 
before  or  after  ist  January,  191 7.  But  no  allowance 
may  be  made  (Rule  5)  in  respect  of  any  loss  or  deficiency 
arising  from  such  business  after  that  date  except  for  such 
deficiency  as  would  arise  had  the  percentage  standard 
been  adopted. 

In  computing  the  excess  profits  duty  of  any  trade  or 
business  which  consists  wholly  or  partly  of  the  business  of 
shipping  the  provisions  of  subsection  (3)  of  section  thirty- 
eight  of  the  principal  Act  (which  relate  to  the  repayment  or 
setting  off  of  duty  on  account  of  deficiencies  or  losses)  shall 
not  apply  in  relation  to  any  deficiency  or  loss  in  any 
accounting  period  commencing  on  or  after  the  first  day  of 
January  nineteen  hundred  and  seventeen,  and  in  the  case 
of  an  accounting  period  which  has  commenced  before  that 
date  but  ends  after  that  date,  shall  not  apply  in  relation 
to  so  much  of  the  deficiency  or  loss  as  may  be  apportioned 
under  this  Act  to  the  part  commencing  on  that  date : 

Provided  that — 

(a)  where  the  shipping  business  is  carried  on  merely 
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as  ancillary  to  the   principal  trade   or   business,  the  104.  ships: 
provisions  of  this  section  shall  not  apply  ;  deficiency 

allowance. 

(b)  where  the  trade  or  business  carried  on  does  not  —{contd.) 
consist  wholly  of  shipping,  and  the  part  which  does 

not  consist  of  shipping  is  not  merely  ancillary  to  the 
business  of  shipping,  such  apportionment  of  any  deficieiwy 
or  loss  shall  be  made  by  the  Commission-ers  as  may  be 
necessary  to  limit  the  application  of  this  section  to  such 
part  of  the  business  as  consists  of  shipping  ;  and 

(c)  if  in  any  such  accounting  period  as  aforesaid 
there  has  been  a  loss  or  the  profits  have  not  reached  the 
point  which  would  have  involved  liability  to  excess  profits 
duty  if  the  percentage  standard  had  been  adopted,  the 
same  amount  shall,  as  respects  the  deficiency  or  loss  or 
so  much  thereof  as  is  affected  by  this  section,  be  repaid 
or  set  off  under  subsection  (3)  of  the  said  section 
thirty-eight  as  would  have  been  repaid  or  set  off  if  the 
percentage  standard  had  been  adopted.  (Finance  Act, 
1917,  s.  22  (1).) 

Any  appeal  under  subsection  (5)  of  section  forty- five 
of  the  principal  Act  on  any  question  arising  under  this 
section  shall  be  to  the  special  Commissioners.  {Finance 
Act,  1917,  s.  22  (2).) 

In  this  section  the  expression  "  business  of  shipping  " 
means  the  business  carried  on  by  an  owner  of  ships,  and 
for  the  purposes  of  this  definition  the  expression  "  owner  " 
includes  any  charterer  to  whom  a  ship  is  demised. 
(Finance  Act,  1917,  5.  22  (3).) 

The  reason  for  this  Rule,  as  stated  by  the  Chan- 
cellor of  the  Exchequer,  may  be  summarized  as 
follows.  The  shipping  world  had  particularly  good 
years   of   trade   immediately  before   the   war,   the 
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104.  Ships: 

restricted 

deficiency 

allowance. 

—(contd.) 


consequence  being  that  the  shipping  pre-war  stan- 
dard is  almost  always  very  high.  The.  years  of 
war  have  brought  extraordinarily  large  profits  and 
considerable  sums  of  Excess  Profits  Duty  have 
become  payable,  though  not  so  large  sums  as  would 
have  been  payable  had  not  the  pre-war  standard 
been  so  high.  From  dates  early  in  1917  practically 
all  shipping  has  been  requisitioned  by  the  Govern- 
ment at  rates  which,  says  the  Chancellor,  will  give 
a  fair  margin  of  profit,  but  probably  not  so  large 
a  profit  as  was  earned  in  the  years  on  the  trading 
of  which  the  pre-war  standard  was  based.  As  1917 
profits  will  be  less  than  the  standard,  repayment 
will  ordinarily  be  due  under  Rule  5,  but  the  shipping 
trade  is  considered  to  have  made  and  retained 
sufficient  profits  up  to  the  end  of  1916,  and  it  is  not 
proposed  to  swell  those  profits  by  repaying  part  of 
the  duty  paid  for  periods  prior  to  1917.  Therefore, 
the  Government  decided,  not  as  a  matter  of  taxa- 
tion but  as  a  part  of  its  requisitioning  pohcy,  to 
abrogate  Rule  5  so  far  as  are  concerned  any  deficien- 
cies or  losses  arising  from  the  commencement  of 
1917.  In  the  course  of  debate  the  Chancellor 
agreed  to  make  an  allowance  under  Rule  5  in  an}^ 
case  in  which  a  deficiency  would  have  arisen  had 
a  percentage  standard  been  adopted  (Rule  24). 


105.  Ships:         105.  Where  the  ist  January,  1917,  does  not  constitute 

apportion-  .  •     ,       «  r-. 

mentof  the  Commencement  of  an  accounting  period,  the  profit 
of  the  period  covering  that  date  must  be  apportioned 
by  reference  to  the  number  of  months,  or  fractions  of 


profit. 
—icontd.) 
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months,  which  fall  before  and  after  the  said  ist  January,  106.  ships: 

'  apj>ortion- 

jQiy^  ment  of 

See   section   set  out  after  Rule    104 ;    also   the 

following-  - 

Where  part  of  an  accounting  period  or  of  an  accounting 
year,  or  of  any  period  in  respect  of  part  of  which  munitions 
Exchequer  payments  are  chargeable,  is  after,  and  part 
before,  the  beginning  of  the  first  day  of  January  nineteen 
hundred  and  seventeen,  the  total  excess  profits  and  any 
deficiencies  or  losses  arising  in  any  such  accounting  period, 
and  the  total  excess  rent  for  any  such  accounting  year, 
and  the  total  profits  in  respect  of  part  of  which  munitions 
Exchequer  payments  are  chargeable,  shall  be  apportioned 
between  the  time  up  to,  and  the  time  after,  that  date  in 
proportion  to  the  number  of  months  or  fractions  of  months 
before  and  after  th^it  date  respectively.  (Finance  Act, 
1917,  s.  27.) 

io6.  Where  a  shipping  business  is  only  part  of  the  J*^  ^5^^/' 
business  which  is  carried  on —  business. 

[a)  if  such  part  is  carried  on  merely  as  ancillary  to 
the  other  (which  is  the  principal)  business,  the 
restriction  in  Rule  104  does  not  apply  ; 

(6)  if  the  non-shipping  portion  of  the  business  is 
ancillary  to  the  shipping  portion,  the  restriction  in 
Rule  104  applies  to  the  entire  business  ; 

(c)  if  neither  (a)  nor  {b)  apply,  the  Commissioners 
shall  apportion  any  deficiency  or  loss  so  as  to  allow 
the  portion  not  arising  from  the  shipping  business. 

See  section  set  out  after  Rule  104. 
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106.  shipsr        Under  (a)  we  may  cite  the  case  of  a  manufacturing 

composite  y    '  ^  o 

—S^l)  company  which  has  purchased  a  ship  to  bring  its 
raw  material  from  abroad.  Under  (b)  would  fall 
the  case  of  a  shipping  company  which  owned  a 
repairing  yard,  mainly  for  its  own  use,  but  also 
for  the  occasional  use  of  others  when  circumstances 
permitted.  Under  {c)  there  would  fall  a  company 
which  had  two  independent  businesses,  shipping  and 
(say)  ship-building. 

Appeals  under  Finance  Act,  1917,  s.  22. 

It  will  be  seen  that  this  section  requires  appeals 
thereunder  to  be  heard  by  the  Special  Commissioners. 
See  Rule  114  as  regards  appeals  generally. 


CHAPTER  XVI 

Returns,  Assessments,  Appeals,  and 
General  Procedure 

NOTICE  TO  BE  GIVEN — RETURNS  AND  OTHER 
PARTICULARS  REQUIRED — COMPANY  IN  LIQUI- 
DATION— ASSESSMENT,  PAYMENT,  AND  COLLECTION 
— PAYMENT  IN  WAR  STOCK,  ETC. — PERSONS  ASSES- 
SED— FIRMS — COMPANIES — INFANTS  —  LUNATICS  — 
PERSONS  RESIDENT  ABROAD — APPEALS  AND  HIGH 
COURT  CASES — PENALTIES — SECRECY — USE  OF  AND 
ACCESS  TO  DOCUMENTS  BY  SURVEYOR  OF  TAXES — 
FORMS  USED — ERRORS — REGULATIONS  MADE  BY 
COMMISSIONERS  OF  INLAND  REVENUE. 

107.  Persons  chargeable  (including  liquidators  of  com-  107.  Notice 
panics)  are  required  to  give  notice  within  two  months 
after  the  termination  of  the  accounting  period  for  which 
a  charge  should  be  made  unless  they  have  given  notice 
on  a  previous  occasion. 

It  shall  be  the  duty  of  every  person  chargeable  to  Excess 
Profits  Duty  under  this  Part  of  this  A  ct  to  give  notice  that 
he  is  chargeable  to  the  Commissioners  of  Inland  Revenue 
before  the  thirty- first  day  of  January  nineteen  hundred  and 
sixteen,  and  it  shall  be  the  duty  of  the  liquidator  of  every 
company  which  is  being  wound  up  at  the  time  of  the 
commencement  of  this  Act  or  is  wound  up  after  the  com- 
mencement  of  this  Act,  and  is  chargeable  to  Excess  Profits 
Duty,  to  give  notice  of  the  fact  to  the  Commissioners  of 
Inland  Revenue.     {Finance  {No.  2)  Act,  1915,  s.  44  (2).) 

Any  notice  required  to  be  given  to  the  Commissioners 
of  Inland  Revenue  may  be  given  either  to  the  Commissioners 
at  their  principal  office  in  London,  or  to  the  Surveyor  of 
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JfiiabUit*^*     Ta^^s  acting  for  the  district  in  which  the  person  giving 
—{conid.)      such  notice  resides  or  carries  on  business.     (Regulation 
No.  12,  Finance  (No.  2)  Act,  1915,  s.  45  (7).) 

It  shall  be  the  duty  of  every  person  chargeable  to  Excess 
Profits  Duty  under  Part  III  of  the  principal  Act,  as 
extended  by  this  Act,  if  he  has  not  previously  given  notice 
of  his  liability  to  be  charged  with  Excess  Profits  Duty  in 
respect  of  any  accounting  period,  to  give  notice  to  the  Com- 
missioners of  Inland  Revenue  before  the  expiration  of  two 
months  after  the  termination  of  any  accounting  period  in 
respect  of  which  he  is  chargeable,  or  if  the  accounting  period 
terminated  before  the  passing  of  this  Act,  within  one  month 
after  the  passing  of  this  Act.  (Finance  Act,  1916, 
s.  45  (3).) 

It  shall  be  the  duty  of  every  person  chargeable  to  excess 
profits  duty,  if  he  has  not  previously  given  notice  of  his 
liability  to  be  charged  with  excess  profits  duty  in  respect 
of  any  accounting  period,  to  give  notice  to  the  Commissioners 
within  two  months  after  the  termination  of  any  accounting 
period  in  respect  of  which  he  is  chargeable,  or,  if  the 
accounting  period  terminated  before  the  passing  of  this 
Act,  within  one  month  after  the  passing  of  this  Act. 

If  any  person  fails  to  give  the  notice  required  by  this 
provision  he  shall  be  liable  on  summary  conviction  to  a  fine 
not  exceeding  one  hundred  pounds,  and  to  a  further  fine 
not  exceeding  ten  pounds  a  day  for  every  day  during  which 
the  ofence  continues  after  conviction  therefor.  (Finance 
Act,  1917,  s.  20  (3).) 

But  see  Rule  15  as  regards  a  concern  which,  by 
reason  of  being  unable  to  pay  its  debenture-holders 
or  creditors,  is  being  carried  on  by  a  liquidator, 
receiver  or  trustee,  under  the  court. 

See  also  Rules  84  and  85  as  regards  the  duties 
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of  liquidators  authorizing  the  disposal  of  trading  JfJubalJ" 
stock.  -^"^''' 

1 08.  The  Commissioners    of   Inland    Revenue    may  ^^^^^' 
require  returns  to  be  furnished  within  two  months,  also 

such  other  particulars  as  they  may  require. 

The  Commissioners  of  Inland  Revenue  may,  for  the 
purposes  of  this  part  of  this  Act,  require  any  person 
engaged  in  any  trade  or  business  to  which  this  Part  of  this 
A  ct  applies,  or  who  was  so  engaged  during  any  accounting 
period  or  pre-war  trade  year,  to  furnish  them  within  two 
months  after  the  requirement  for  the  return  is  tnade,  with 
returns  of  the  profits  of  the  trade  or  business  during  the 
accounting  period  or  pre-war  trade  years  and  such  other 
particulars  in  connection  with  the  trade  or  business  as  the 
Commissioners  may  require.  (Finance  (No.  2)  Act,  1915, 
s.  44  (1).) 

109.  In  the  case  of  a  liable  company  being  wound  up  109.  Lkiui- 
the  liquidator  must  give  notice  and  set  aside  a  sufficient 

sum  to  meet  the  duty. 

Where  a  company  is  wound  up  after  the  commencement 
of  this  Act,  and  before  the  first  day  of  July,  nineteen  hundred 
and  sixteen,  and  the  company  would  be  chargeable  with 
Excess  Profits  Duty  if  the  provisions  of  this  A  ct  were  con- 
tinued and  extended  to  accounting  periods  ending  before 
the  first  day  of  July,  nineteen  hundred  and  sixteen,  it 
shall  be  the  duty  of  the  liquidator  of  the  company  to  give 
notice  to  the  Commissioners  of  Inland  Revenue,  and  to  set 
aside  such  sum  out  of  the  assets  of  the  company  as  appears 
to  the  Commissioners  of  Inland  Revenue  to  be  sufficient 
to  provide  for  any  such  Excess  Profits  Duty  as  may 
become  chargeable.     (Finance  (No.  2)  Act,  1915,  s.  45  (4).) 

But  see  Rule  15  as  regards  certain  concerns 
carried  on  by  liquidators. 
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109.  Liqui- 
dators. 
—(contd.) 


UO.  Assess- 
ment, 
collection 
and 
recovery. 


See  also  Rules  84  and  85  as  regards  the  duties 
of  liquidators  who  dispose  of  trading  stock. 

no.  The  duty  shall  be— 

(a)  Assessed  by  the  Commissioners  of  Inland  Revenue ; 

(b)  Payable  at  any  time  after  two  months  from  the 
date  of  assessment ;  the  Commissioners  may  permit 
payment  by  instalments  ; 

(c)  Paid  in  advance  (or  a  sum  on  account  thereof) 
where  the  taxpayer  desires;  the  Treasury  shall  fix 
the  rate  of  interest  to  be  allowed  at  the  time; 

(d)  Recoverable  as  a  debt  to  the  Crown,  also  (if  less 
than  £50)  summarily  as  a  civil  debt. 

The  Excess  Profits  Duty  shall  be  assessed  by  the  Com- 
missioners of  Inland  Revenue,  and  shall  be  payable  at  a?iy 
time,  not  being  less  than  two  months,  after  it  is  assessed. 

The  Commissioners  may,  in  any  case  where  they  think 
fit,  allow  the  duty  to  be  paid  in  instalments  of  such  amount 
payable  at  such  times  as  the  Commissioners  direct. 
(Finance  (No.  2)  Act,  1915,  s.  45  (1).) 

The  amount  of  duty  payable  shall  be  recoverable  as  a 
debt  due  to  His  Majesty  from  the  person  on  whom  it  is 
assessed. 

Any  such  amount  shall  if  it  is  less  than  fifty  pounds  be 
recoverable  also  summarily  as  a  civil  debt.     (s.  45  (3).) 

Any  person  may  deposit  with  the  Commissioners  of 
Inland  Revenue  any  sums  for  the  purpose  of  satisfying  any 
Excess  Profits  Duty  which  may  thereafter  become  payable 
by  him  ;  and  sums  so  deposited  shall  be  applied  in  payment 
of  any  such  duty  as  and  when  it  becomes  payable. 

In  calculating  the  amount  to  be  so  applied  in  payment  of 
duty  interest  shall  be  allowed  at  such  rate  as  may  for  the 
time  being  be  determined  by  the  Treasury.  (Finance  Act, 
1916.  s.  54.) 

Rule  (a)  is  amplified  by  regulation  as  follows — 
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7/  in  any  case  any  person  required  by  law  to  make  a  uo.  Assess- 
reiurn  fails  to  do  so,  or  if  the  return  made  by  him  appears  "^^^^^^^^ 
to  the  Commissioners  of  Inland  Revenue  to  be  incorrect  [^^J- 
or  insufficient,  the  Commissioners  may,  without  prejudice 
to  the  enforcement  of  any  penalty  which  may  have  been 
incurred,  make  an  assessment  of  Excess  Profits  Duty 
according  to  the  best  of  their  judgment.    (Regulation  No.  2 
under  Finance  (No.  2)  Act,  1915,  s.  45  (7).) 

Notice  of  an  assessment  shall  be  served  on  the  person 
charged  or  on  the  person  in  whose  name  he  is  charged. 
(Regulation  No.  3  under  Finance  (No.  2)  Act,  1915, 
5.45(7).) 

A  notice  of  assessment  under  the  Act  may  be  delivered 
to  the  person  on  whom  it  is  intended  to  be  served,  or  served 
upon  him  by  post.  Service  by  post  in  this  regulation 
shall  have  the  same  meaning  as  in  the  Interpretation  Act, 
1889.  (Regulation  No.  4  under  Finance  (No.  2)  Act, 
1915,  s.  45  (7).) 

The  Commissioners  of  Inland  Revenue  may  make 
additional  assessmeytts  in  any  case  where  they  deem  it 
necessary  at  any  time  within  three  years  from  the  date  of 
the  first  assessment.  Provided  that  no  such  additional 
assessment  shall  be  made  in  any  case  where  an  assessment 
has  been  reduced  by  the  General  or  Special  Commissioners 
upon  an  appeal,  or  by  any  Court  by  which  an  appeal  has 
been  re-heard.  (Regulation  No.  11  under  Finance  (No,  2) 
Act,  1915,  s.  45  (7).) 

(c)  The  rate  has  been  5 J  per  cent,  on  all  sums 
deposited  up  to  3rd  March,  1917,  then  5  per  cent, 
on  later  deposits. 
The  official  announcement  is  as  follows — 
"  Allowance  of  Interest. — If  the  net  duty 
demanded  in  this  Notice  is  paid  more  than  a 
week   before  the  last  day  allowed  for  payment,  a 
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m?nt^^^^^  repayment  will  at  once  be  made  to  the  taxpayer  in 
^uectiou  respect  of  interest  for  the  period  between  the  date 
!!5SSI')  of  receipt  of  the  remittance  and  the  date  (two 
months  after  the  service  of  the  Notice)  when  the 
duty  falls  due.  Interest,  which  will  be  calculated 
on  the  net  sum  required  to  satisfy  the  duty,  will 
at  present  be  allowed  at  the  rate  of  5  per  cent,  per 
annum,  but  this  rate  will  be  subject  to  alteration 
from  time  to  time  as  the  Treasury  may  prescribe. 
Any  alteration  of  the  rate  of  interest  will  be  publicly 
notified  by  the  Treasury,  but  will  apply  only  to 
deposits  made  after  the  date  of  such  alteration." 

uJ-^^P^^y-  III.  The   Treasury   may  make  regulations   for    the 

War  stock,    acceptance  of  war  stock  and  bonds  in  satisfaction  of 
Excess  Profits  Duties  and  Munitions  Levies. 

The  Treasury  may  by  regulations  prescribe  as  securities 
to  be  accepted  in  payment  of  any  death  duty  or  excess 
profits  duty  or  munitions  Exchequer  payments  any  stock 
or  bonds  forming  part  of  any  issue  made  for  raising  money 
in  connection  with  the  present  war,  and  any  such  regulations 
may  specify  different  securities  in  respect  of  different 
duties  and  payments,  and  may  prescribe  the  limitations 
and  conditions  subject  to  which  any  securities  will  be 
accepted,  and  any  person  from  whom  any  sum  is  due  on 
account  of  any  death  duty  or  excess  profits  duty  or  munitions 
Exchequer  payments  may  pay  that  sum  or  any  part  thereof 
by  means  of  the  transfer,  in  accordance  with  and  subject 
to  the  provisions  of  such  regulations  as  aforesaid,  to  the 
Commissioners  of  Inland  Revenue  of  an  appropriate 
amount  (ascertained  as  hereinafter  mentioned)  of  any 
stock  or  bonds  authorized  by  the  regulations.  (Finance  Act, 
1917,  s.  34  (1).) 
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Any  stock  or  bonds  so  transferred  shall  be  accepted  by  J^^^J^ 
the   Commissioners   of   Inland   Revenue   in   satisfaction  ^*^2?f ' 
of  the  amount.     (Finance  Act,  1917,  s.  34  (2).) 

A  ny  stock  or  bonds  so  transferred  shall  be  deemed  to 
mature  for  payment  on  the  date  of  the  transfer,  but  the 
principal  payable  on  maturity  shall  be  deemed  to  be  a  sum 
equal  to  the  price  of  issue,  and  the  principal  and  interest 
of  the  stock  or  bonds  when  received  by  the  Commissioners 
of  Inland  Revenue  shall  be  brought  to  account  as  revenue 
in  such  manner  as  the  Treasury  m^y  direct.  (Finance 
Act,  1917,  s.  34  (3).) 

Stock  or  bonds  so  transferred  shall  for  the  purposes 
of  this  section  be  valued  at  the  price  of  issue  with  the 
addition  of  any  interest  accrued  due  at  the  date  of  transfer 
but  then  remaining  unpaid,  after  deducting  the  amount 
of  any  interest  which  may  be  receivable  by  the  transferor 
after  that  date : 

Provided  that  in  the  case  of  excess  profits  duty  and 
munitions  Exchequer  payments — 

(a)  if  the  transfer  takes  place  after  the  date  when  the 
duty  or  payments  become  payable  there  shall  be  deducted 
from  the  value  so  attributed  to  the  stock  or  bonds  the 
amount  of  any  interest  which  accrued  due  on  the  stock 
or  bonds  after  that  date  ;  and 

(b)  if  the  transfer  takes  place  before  that  date,  a  sum 
equal  to  the  value  thereof  so  ascertained  as  aforesaid  shall 
be  deemed  to  be  money  deposited  wnder  section  fifty-four 
of  the  Finance  Act,  1916,  *  and  interest  thereon  shall  be 
allowed  in  accordance  with  that  section.  (Finance  Act, 
1917,  s.  34  (4).) 

For  the  purposes  of  this  section  interest  shall  be 
deemed  to  accrue  from  day  to  day.  (Finance  Act,  1917, 
s.  34  (5).) 

•  Page  251. 
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112.  Person 
assessable. 


113.  Firms, 
companies, 
infants,  etc. 


112.  Duty  may  be  assessed  on  the  person  owning  or 
carrying  on  the  business  at  the  time  of  assessment,  or 
on  his  agent,  or  (where  the  business  has  ceased)  on  the 
person  last  owning  it  or  carrying  it  on,  or  his  agent. 

The  duty  may  he  assessed  on  any  person  for  the  time 
being  owning  or  carrying  on  the  trade  or  business  or  acting 
as  agent  for  that  person  in  carrying  on  the  trade  or  business, 
or,  where  a  trade  or  business  has  ceased,  on  the  person  who 
owned  or  carried  on  the  trade  or  business  or  acted  as  agent 
in  carrying  on  the  trade  or  business  immediately  before  the 
time  at  which  the  trade  or  business  ceased.  (Finance 
(No.  2)  Act,  1915,  s.  45  (2).) 

See  Rule  37. 

113.  In  cases  other  than  those  of  individuals  charged 
in  their  own  names — 

(a)  Firms  are  to  be  charged  in  one  sum  ;  returns 
are  to  be  made  by  the  precedent  acting  partner  (or  by 
the  agent,  etc.,  where  no  partner  resides  in  the  United 
Kingdom) ;  returns  may  be  required  from  all  partners : 

(b)  Companies  and  other  bodies  are  chargeable  in 
the  names  of  their  secretaries  or  other  officers ; 

(c)  Infants  and  lunatics  are  chargeable  in  the  names 
of  their  trustees,  guardians,  committees,  etc. 

(d)  Persons  resident  abroad  are  chargeable  in  the 
names  of  their  agents  resident  in  this  country. 
Married  women  are  omitted  from  the  above,  being 

chargeable  in  their  own  names. 

In  amplification  of  the  above  rules,  the  following 
notes  are  necessary — 

(a)  This  is  in  pursuance  of  that  portion  of  the 
Income  Tax  Act,  1842  (Sec.  100),  Schedule  D, 
Cases  I  and  II,  Rule  3,  which  is  made  applicable 
by  regulation.     (See  Appendix,  page  394.) 
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(b)  This  is  in  pursuance  of  the  Income  Tax  Act,  ua.  Firms, 

^  — rapanie= 

[ants,  e 
{contd. 


1842  (Sec.  40),  and  the  Finance  Act,  1907  (Sec.  22  (2)),  •^-£'S^. 


made    appHcable    by    regulation.     (See    Appendix, 
pages  390  and  397.) 

(c)  and  {d).  These  rules  set  out  the  main 
purport  of  the  Income  Tax  Act,  1842  (Sees.  41,  44, 
and  51),  also  made  applicable  by  regulation.  (See 
Appendix,  pages  391  to  397.)  The  sections  in 
cjuestion  also  contain  the  following  provisions — 

The  trustees,  guardians,  tutors,  committees, 
agents  or  receivers  are  answerable  for  doing  all 
necessary  acts  in  order  that  the  duty  may  be 
assessed  and  paid.  They  may  retain  such  trust 
moneys  as  shall  recoup  them  for  duties  paid. 

All  persons  in  receipt  of  profits  for  other 
persons  must  make  returns  thereof. 

(d)  The  Finance  (No.  2)  Act,  1915,  Sec.  31  (1) 
and  (2),  is  also  in  point  here.  (See  Appendix, 
page  398.)  It  prescribes  that  a  non-resident  may 
be  charged  in  the  name  of  any  branch,  factor, 
agent,  receiver,  or  manager  whether  such  branch  has 
the  receipt  of  the  profits  of  the  non-resident  or  not. 

114.  Appeal  may  be  made  to  the  General  or  Special 
Commissioners  of  Income  Tax,  and  may,  on  a  point  of  law, 
be  carried  to  the  High  Court.  Duty  may  be  required 
to  be  paid  notwithstanding  any  appeal  ;  immediate 
repayment  is  to  be  made  where  necessary. 

Any  person  who  is  dissatisfied  with  the  amount  of  any 
assessment  made  upon  him  by  the  Commissioners  of  Inland 
Revenue  under  this  Part  of  this  Act  may  {except  in  cases 
where  a  special  right  of  appeal  is  given  under  this  part  of 
this  Act)  appeal  to  the  General  Commissioners  for  the  divi- 
sion in  which  he  is  assessed,  or  to  the  Special  Commissioners, 


114.  Appeals 
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U4.  Appeals  and  those  Commissioners  shall  have  power  on  any  appeal, 
if  they  think  fit,  to  summon  witnesses  and  examine  them 
upon  oath. 

The  power  under  sections  twenty-one  and  twenty-two 
of  the  Income  Tax  Act,  1853,  to  require  an  appeal  in 
Ireland  to  the  Special  Commissioners  to  he  reheard  by  the 
county  court  judge,  or  chairman  of  quarter  sessions,  or 
recorder,  shall  apply  to  an  appeal  in  Ireland  under  this 
provision. 

Section  fifty-nine  of  the  Taxes  Management  Act,  1880* 
(which  relates  to  the  statement  of  a  case  on  a  point  of  law), 
shall  apply  with  the  necessary  modifications  in  the  case  of 
any  appeal  to  the  General  or  Special  Commissioners  under 
this  section  or  of  the  rehearing  of  any  such  appeal  in  Ireland, 
and  in  the  case  of  a  reference  to  the  Board  of  Referees  under 
this  Part  of  this  Act,  as  it  applies  in  the  case  of  appeals 
to  the  General  or  Special  Commissioners  under  the  Income 
Tax  Acts,     [Finance  (No.  2)  Act,  1915,  s.  45  (5).) 

The  duty  assessed  by  the  Commissioners  of  Inland 
Revenue  shall  be  payable  notwithstanding  any  appeal 
under  this  section  except  in  cases  where  the  Commissioners 
of  Inland  Revenue  direct  to  the  contrary,  but  the  Com- 
missioners shall  make  such  repayments,  if  any,  as  are 
necessary  to  give  effect  to  any  decision  on  appeal  as  soon 
as  possible  after  such  decision  has  been  given.  (Finance 
(No.  2)  Act,  1915,  s.  45  (6).) 

The  following  Regulations  also  bear  on  these 
matters — 

Any  person  dissatisfied  with  the  amount  of  any  assess- 
ment made  upon  him  may  at  any  time  within  thirty  days 
from  the  date  of  the  service  of  notice  of  assessment,  or  within 
such  further  time  as  the  Commissioners  of  Inland  Revenue 
may  allow,  give  notice  to  the  Surveyor  of  Taxes  named 
in  the  notice  of  assessment  of  his  intention  to  appeal  against 

>  Set  out  on  page  385. 
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the  amount  of  the  assessment,  and  every  such  notice  shall  U4.  Appeals 

'  •'  (contd.) 

specify  the  grounds  of  appeal,  and,  in  England,  Scotland, 
and  Wales,  whether  the  appellant  desires  that  the  appeal 
shall  he  heard  by  the  General  Commissioners  or  the  Special 
Commissioners.  (Regulation  No.  5  under  Finance  (No.  2) 
Act,  1915,  s.  45  (7)0 

With  reference  to  any  notice  of  appeal  and  to  the  hearing 
of  an  appeal,  the  General  or  Special  Commissioners  as 
the  case  may  be  shall,  subject  to  the  provisions  of  the  Act, 
and  to  any  Regulations  made  thereunder,  have  all  such 
power  in  relation  to  any  matter  of  appeal  as  is  possessed 
by  them  in  relation  to  notices  of  appeal  and  the  hearing  of 
appeals  under  any  Act  for  the  time  being  in  force  relating 
to  income  tax.  The  General  or  Special  Commissioners 
shall  certify  in  writing  to  the  appellant  and  to  the  Com- 
missioners of  Inland  Revenue,  after  determining  any 
appeal,  their  decision  and  the  amount,  if  any,  by  which 
any  assessment  has  been  thereby  altered.  (Regulation 
No.  6  under  Finance  (No.  2)  Act,  1915,  s.  45  (7).) 

The  Commissioners  of  Inland  Revenue  may  be  repre- 
sented on  the  hearing  of  an  appeal  by  any  person  nominated 
in  that  behalf  by  them,  and  any  person  so  nominated  shall 
have  the  same  powers  with  reference  to  appeals  as  may  for 
the  time  being  be  exercised  by  a  Surveyor  of  Taxes  with 
reference  to  appeals  relating  to  Income  Tax.  (Regulation 
No.  1  under  Finance  (No.  2)  Act,  1915,  s.  45  (7).) 

Any  barrister  or  solicitor  or  member  of  an  incorporated 
society  of  accountants  may  be  heard  by  the  General  or 
Special  Commissioners  on  an  appeal.     (Regulation  No.  9.) 

No  Commissioner  interested  in  his  own  right,  or  in  the 
right  of  any  other  person,  in  any  matter  under  appeal 
shall  take  part  in  or  be  present  at  the  hearing  or 
determination  thereof.  (Regulation  No.  10  under  Finance 
(No.  2)  Act,  1915,  s.  45  (7).) 

Where    no    appeal    lies — see    Williamson    Film 

17— (1567) 
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ties 


L Appeals  Printing  Co.,  Ltd.   v.   Inland   Revenue    (Appendix 

^,   III). 

116.  Penal-  i  j^.  xhc  penalty  for  failure  to  give  notice  of  liability 
or  to  furnish  a  proper  return  or  other  particulars  required, 
is  a  fine  not  exceeding  jgioo  and  £io  for  every  day  during 
which  the  default  continues  after  conviction.  A  fine 
not  exceeding  £ioo  may  be  imposed  in  respect  of  attempted 
evasion  of  liability  by  means  of  a  fictitious  or  artificial 
transaction,  or  for  failure  to  reveal  any  such  transaction 
entered  into  before  the  passage  of  the  Act. 

//  any  person  fails  to  furnish  a  proper  return  in  accord- 
ance with  this  section  or  to  comply  with  any  requirement 
of  the  Commissioners  under  this  section,  or  to  give  any 
notice  required  by  this  section,  he  shall  be  liable  on  summary 
conviction  to  a  fine  not  exceeding  one  hundred  pounds  and 
to  a  further  fine  not  exceeding  ten  pounds  a  day  for  every 
day  during  which  the  offence  continues  after  conviction 
therefor.     (Finance  (No.  2)  Act,  1915,  s.  44  (2).) 

A  person  shall  not,  for  the  purpose  of  avoiding  the 
payment  of  Excess  Profits  Duty,  enter  into  any  fictitious  or 
artificial  transaction  or  carry  out  any  fictitious  or  artificial 
operation,  and,  if  he  has  entered  into  any  such  transaction 
or  carried  out  any  such  operation  before  the  commencement 
of  this  Act,  shall  inform  the  Commissioners  of  Inland 
Revenue  of  the  nature  of  the  transaction  or  operation. 

If  any  person  acts  in  contravention  of,  or  fails  to  comply 
with,  this  provision,  he  shall  be  liable  on  summary  con- 
viction to  a  fine  not  exceeding  one  hundred  pounds. 
(Finance  (No.  2)  Act,  1915,  s.  44  (3).) 

//  any  person  fails  to  give  the  notice  required  by  this 
provision"^  he  shall  be  liable  on  summary  conviction  to  a 
fine  not  exceeding  one  hundred  pounds,  and  to  a  further 
fine  not  exceeding  ten  pounds  a  day  for  every  day  during 

1  See  page  248. 
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which    the    offence    continues    after    conviction    therefor.  J^.  Penai- 
(Finance  Act,  1916,  s.  45  (3).)  ^^^') 

1 1 6.  Secrecy  is  imposed  on  all  officials  dealing  with  JJ^yf** 
the  assessments  and  collection  of  Excess  Profits  Duty. 

All  Commissioners  and  other  persons  employed  for  any 
purpose  in  connection  with  the  assessment  or  collection  of 
Excess  Profits  Duty  shall  be  subject  to  the  same  obligations 
as  to  secrecy  as  with  respect  to  income  tax,  and  any  oath 
taken  by  such  person  as  to  secrecy  with  respect  to  Income 
Tax  shall  be  deemed  to  extend  also  to  secrecy  with  respect 
to  Excess  Profits  Duty.  {Finance  (No.  2)  Act,  1915, 
s.  45  (8).) 

117.  The  Surveyor  of  Taxes  may  make  use  of  JJ^uJJ^J* 
information  and  documents  relating  to  the  Income  Tax 
assessments  on  persons,  etc.,  concerned.  He  may  have 
access  to  all  papers  furnished  to  the  Commissioners  to 
whom  appeal  is  made  against  an  Excess  Profits  Duty 
assessment.    Notices  to  the  Board  may  be  sent  to  him. 

A  Surveyor  of  Taxes  may  for  any  purpose  in  connection 
with  the  assessment  and  collection  of  the  duty  and  the  hearing 
of  appeals  make  use  of  or  produce  in  evidence  any  returns, 
correspondence,  schedules,  accounts,  statements  or  other 
documents  to  which  he  has  had  or  may  have  lawful  access 
for  the  purposes  of  Income  Tax,  and  shall  have  the  same 
right  to  examine  all  accounts,  schedules  and  statements 
furnished  to  the  General  or  Special  Commissioners  as  he 
has  in  the  case  of  appeals  relating  to  Income  Tax. 
(Regulation  No.  8  under  Finance  (No,  2)  Act,  1915, 
s.  45(7).) 

Any  notices  required  to  be  given  to  the  Commissioners 
of  Inland  Revenue  may  be  given  either  to  the  Commissioners 
at  their  principal  office  in  London,  or  to  the  Surveyor  of 
Taxes  acting  for  the  district  in  which  the  person  giving 
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U7.  Use  of 

documents. 
—{contd.) 


118.  Forms. 


llg.  Regula- 
tions. 


such  notice  resides  or  carries  on  business.     (Regulation 
No.  12  under  Finance  (No.  2)  Act,  1915,  s.  45  (7).) 

In  these  Regulations,  unless  the  context  otherwise 
requires,  the  expression  "  Surveyor  of  Taxes  "  means  a 
Surveyor  as  defined  by  the  Taxes  Management  Act,  1880. 
and  "  the  Act "  means  the  Finance  (No.  2)  Act,  1915, 
(Regulation  No.  13  under  Finance  (No.  2)  Act,  1915, 
s.  45  (7).) 

ii8.  Forms,  assessments,  etc.,  shall  be  as  required  by 
the  Commissioners  of  Inland  Revenue.  Proceedings  are 
not  void  for  want  of  form. 

This  rule  is  in  pursuance  of  the  Taxes  Manage- 
ment Act,  1880,  Sec.  15  (2)  and  (5),  made  applicable 
by  Regulation  and  printed  in  the  Appendix  (p.  395). 

119.  The  Commissioners  of  Inland  Revenue  may  make 
regulations  with  respect  to  the  assessment  and  collection 
of  the  duty  and  the  hearing  of  appeals. 

The  Commissioners  of  Inland  Revenue  may  make  regula- 
tions with  respect  to  the  assessment  and  collection  of  the 
Excess  Profits  Duty  and  the  hearing  of  appeals  under  this 
section,  and  may  by  those  regulations  apply  and  adapt 
any  enactments  relating  to  the  assessment  and  collection 
of  Income  Tax,  or  the  hearing  of  appeals  as  to  Income  Tax 
by  the  General  or  Special  Commissioners,  which  do  not 
otherwise  apply.  (Finance  (No.  2)  Act,  1915,  s.  45  (7).) 
The  Regulations  were  made  on  6th  January,  1916. 
They  are  headed — 

"  Regulations  prescribed  by  the  Commis- 
sioners OF  Inland  Revenue  under  Section 
45,  Subsection  (7),  of  the  Finance  (No.  2) 

Act,  1915." 
Any  regulation  may  be  found  by  reference  to  the 
TabU  of  Regulations  in  the  front  of  this  book. 


CHAPTER  XVII 

SPECIMEN   ACCOUNTS,   RETURN,   AND    COMPUTATIONS 

By  way  of  drawing  together  the  rules  previously  Example  i. 
set  forth,  two  examples  are  given,  and  the  necessary 
computations  and  returns  are  explained.  In  Exam- 
ple I  the  main  course  and  incidents  of  business 
are  included  and  notes  made  as  to  possible  variations 
which  may  affect  the  matter.  Example  II  (page 
275)  covers  incidental  difficulties,  particularly  those 
arising  out  of  book-keeping  adjustments. 

Example  I 
Fixing  the  Accounting  Period. 

The  first  step  will  be  to  fix  the  accounting  period 
according  to  Rule  16.  In  this  case  this  period  is 
the  year  ended  31st  December,  1914.  Had  the 
accounts  been  made  up  half-yearly,  the  period 
would  be  a  half-yearly  one  ended  on  31st  December, 
1914.  Had  the  accounts  been  made  up  quarterly, 
the  first  accounting  period  would  have  ended  on 
30th  September,  1914,  and  the  second  on  31st 
December,  1914. 

The  last  three  pre-war  trade  years  (Rule  18) 
immediately  precede  the  accounting  period.  In  the 
example  given  they  are  represented  by  the  calendar 
years  1911,  1912,  and  1913. 

It  is  next  necessary  for  the  accounts  to  be 
"  adjusted  "  so  that  it  may  be  clear  what  profits 
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have  been  made  for  purposes  of  Excess  Profits  Duty.  ^^^]*/- 
This  is  the  subject  of  Chapters  VltoXIII. 
Computing  the  Profits. 

Considerable  care  must  be  observed  in  this  con- 
nection. It  will  often  be  advisable  for  the  accounts 
of  all  four  years  to  be  so  dealt  with,  as  it  is  not 
always  advantageous  to  select,  for  the  standard  of 
profit,  the  results  of  the  two  years  which  at  first 
sight  appear  the  best.  Although  in  the  above  case 
it  is  obvious  that  1911  and  1912  will  be  selected 
for  this  purpose,  the  1913  accounts  will  also  be 
adjusted. 

We  begin  with  the  profits  shown  in  the  Profit  and 
Loss  Accounts,  and  then  run  through  the  items  of 
the  various  accounts  as  follows — 

Trading  Account 

Sales. — Are  these  the  full  sales,  or  is  there  a  hidden 
reserve  for  possible  returns  of  goods  or  for  bad  debts  ? 
No  allowance  can  be  made  for  either  of  these  matters 
except  so  far  as  specific  cases  of  returns  or  bad  or 
doubtful  debts  are  concerned.  It  is  assumed  that 
there  is  no  such  reserve  in  this  item. 

Stock. — For  Income  Tax  purposes  it  is  necessary 
that  the  valuations  of  1911,  1912,  1913,  and  1914 
should  be  on  an  identical  basis.  ^  For  purposes  of 
Excess  Profits  Duty  this  is  doubly  necessary,  in 
view  of  the  comparison  which  is  the  essential 
feature  of  the  tax.  Here,  again,  there  should  be  no 
hidden  reserve  or  writing  down  or  up.  A  certificate 
is  usually  required. 

*  See  Chapter  XI,  however,  re  Valuation  of  Stocks. 
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Example  I.        Purckuses. — No  SDCcial  point  arises  here,  as  the 

—(contd.)  1 

item  will  have  been  taken  from  a  carefully  kept 
subsidiary  account. 

Wages. — Payments  to  partners  may  not  be  charged 
for  the  present  purpose.  It  will  be  assumed  that 
each  partner  draws  £500  for  the  supervision  of  the 
manufacture,  and  that  the  £1,000  is  included  in  this 
item. 

Fuel,  etc. — Rent  and  Rates — Carriage. — No  point 
arises. 

Repairs. — The  expenses  of  repairs  are  chargeable 
as  and  when  incurred,  but  the  variation  of  the 
charge  for  this  item  in  the  Trading  Account  calls 
for  inquiry.  1912  was  an  exceptional  year,  and  of 
the  £400,  £200  may  be  assumed  to  refer  to  renewals. 
Under  Rules  43,  or  58,  and  21  this  charge  may  be 
apportioned  over  the  appropriate  period  if  it  is 
thought  worth  while.  In  illustration  of  the  theory 
it  will  be  assumed  that  the  £200  would  have  to  be 
incurred  every  5  years,  the  average  annual  charge 
being  £40.  An  adjustment  might  be  made  as 
shown  below. 

Profit  and  Loss  Account 

Dividends  on  Invested  Reserve. — Rule  42  prohibits 
the  inclusion  of  this  sum  in  the  profits 

Salaries. — The  same  remark  applies  as  to  Wages 
above.  It  may  be  taken  that  £500  has  been  paid 
to  the  partners  (£250  each). 

Income  Tax. — This  is  not  an  allowable  deduction. 
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Office  Rates,  LiMine,  and  Coal. — No  comment  is  Example  i. 

,      ,  O  O  —{coHtd.) 

needed. 

Ground  Rent  on  Office  Premises. — ^For  Income 
Tax  purposes  this  charge  would  be  disallowed,  and 
the  net  Schedule  A  assessment  would  be  deducted. 
For  purposes  of  Excess  Profits  Duty,  however,  the 
charge  for  Ground  Rent  is  admitted  (Rule  40),  and 
no  deduction  is  made  in  respect  of  the  business 
premises.     (Rule  41.) 

Repairs  to  Office. — This  item  may  be  passed. 

Depreciation  of  Lease. — This  charge  is  not  admis- 
sible. No  direct  reference  thereto  is  made  in  the 
Act,  but  Rule  38  serves  to  prohibit  the  charge.* 

Depreciation  of  Fixtures. — Rule  38  applies  here 
also,  but  for  Income  Tax  purposes  the  deduction  is 
permitted,  under  a  recent  concession.  If  £10  is  a 
fair  annual  charge  and  reasonably  meets  the  average 
cost  of  renewals  (which  must  be  capitalized,  when 
incurred)  no  objection  is  likely  to  be  made.  As, 
however,  the  sole  purpose  of  an  Excess  Profits  Duty 
computation  is  to  secure  a  fair  comparison  between 
one  period  and  another,  it  is  immaterial  whether 
the  charge  is  admitted  or  not  unless  the  Percentage 
Standard  has  been  adopted.  This  observation 
would  apply  equally  to  a  number  of  other  items 
which  appear  in  accounts  at  a  fairly  constant  figure. 

Depreciation  of  Machinery. — This  charge  must  be 
disallowed,  in  accordance  with  the  Income  Tax 
Acts  (Rule  38,  also  Rule  58).  An  allowance  will  be 
made  from  the  adjusted  profit. 

Interest    on    Partners'    Capital. — This    charge    is 

»  See  Rule  60. 
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Exainj»^ei.  disallowcd  (Rulc  38).  The  sums  in  question  form 
part  of  the  profits. 

Interest  on  Loan. — This  deduction  is  admitted. 
(Rule  40.) 

Annuity  to  Deceased  Partner* s  Widow. — If  this 
is  a  voluntary  payment  the  charge  will  be  dis- 
allowed. It  would  in  that  case  be  an  apportionment 
of  profit.  If  the  widow  were  legally  entitled  to  the 
annuity,  and  were  not  a  sleeping  partner,  the  charge 
would  be  admitted.  The  annuity  is  assumed  to 
have  ceased  in  1913,  and  its  effect,  therefore,  has 
been  to  diminish  the  profits  standard,  as  against 
the  profits  of  the  accounting  period.  It  would 
appear  that  the  capital  value  of  the  annuity  might 
be  ascertained  by  actuarial  calculation,  and  might 
then  appear  among  the  firm's  liabilities  until  the 
date  of  death.  If  this  were  done,  the  capital  would 
increase  at  the  date  of  death,  and  Rule  96  would 
operate.  This  matter  is  certainly  problematical, 
however,  and  one  would  wish  to  know  how  the 
annuity  arose.  It  might  well  be  that  the  payment 
should  be  regarded  as  an  apportionment  of  profit, 
in  which  case  the  sum  would  be  taken  out  of  the 
account  for  Excess  Profits  Duty.  This  course  will 
be  followed  in  the  present  instance. 

Written  off  Goodwill  Account. — This  charge  cannot 
be  aUowed.     (Rule  38.) 

Reserve. — The  addition  of  £2,000  must  not  be 
charged  against  profits.     (Rule  38.) 

It  is  now  possible  to  present  a  statement  of 
adjusted  profits  as  follows — 
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1911. 

1912. 

1913. 

1914. 

Balance  of  Account     . 

/19,170 

;^24.130 

;^14,930 

/30,210 

Wages  to  Partners 

1,000 

1.000 

1,000 

1,000 

Apportionment     of 

Renewals       .      .      .      . 

160 

-  40 

-  40 

-  40 

Salaries  to  Partners    .      . 

500 

500 

500 

500 

Income  Tax     .      .      .      . 

1.200 

1,400 

1,600 

1.800 

Depreciation  of  Lease 

220 

220 

220 

220 

of  Machinery 

250 

260 

260 

250 

Interest  on  Capital      .      . 

5.000 

5,200 

5,100 

5.300 

Annuity     (voluntary     or 

proprietary) 

300 

300 

140 

— 

Written  off  Goodwill  .      . 

500 

500 

— 

1.000 

Added  to  Reserve 

— 

— 

— 

2.000 

Adjusted  profit 

28.300 

33.470 

23.710 

42,240 

Less    Depreciation    as 

below     .      .      .      . 

225 

214 

203 

193 

„    Dividends  (Rule  42) . 

500 

510 

520 

520 

Profit  for  Excess  Profits 
Duty  purposes 

;^27.575 

£32,746 

£22.987 

£41.527 

Example  1 
{contd.) 


Depreciation  Allowance.— As  a  general  rule  this 
is  not  the  same  amount  as  that  charged  in  the 
accounts.  The  following  figures  will  be  assumed  to 
have  resulted  from  previous  Income  Tax  allowances. 

£ 

1st  January,  1911  :  Written-down  Value    4,500 
.     Allowance  at  5%     .       225 


1st  January,  1912  :  Written-down  Value    4,275 
Allowance  at  5%     .       214 


1st  January,  1913  :  Written-down  Value    4,061 


Allowance  at  5% 


203 


1st  January,  1914  :  Written-down  Value    3,858 


Allowance  at  5% 


193 
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Example  I.    Ascertaining  the  Capital. 

—{contd.) 

The  third  operation  is  the  computation  of  the 
capital.  This  is  done  by  examining  the  assets  and 
liabilities  as  revealed  in  the  Balance  Sheets.  It  is 
necessary  to  remark,  in  this  connection,  that  the 
capital  should  be  computed  in  accordance  with  the 
general  rules  detailed  in  Chapter  XIV  and  further 
explained  below,  but  that  the  exact  operation  of 
those  rules  cannot  be  gauged  in  the  absence  of  the 
accounts  and  history  of  the  business  concerned. 
There  are  so  many  unexpected  and  peculiar  incidents 
in  particular  cases  that  a  stereotyped  formula  is 
impossible.  With  this  warning  our  example  may 
be  proceeded  with. 

Lease  of  Premises. — The  earning  power  of  the 
premises  is  as  large  in  1914  as  in  the  year  in  which 
the  lease  was  obtained.  The  value  of  the  lease 
should,  therefore,  appear  at  the  amount  which  it 
cost  the  present  proprietors — ^say  £2,200. 

Stock-in-Trade. — ^The  valuation  ^  is  assumed  to  be 
on  the  same  basis  throughout  the  years  concerned. 
The  figures  appearing  in  the  Balance  Sheet  will, 
therefore,  be  taken. 

Office  Fixtures. — These  require  renewal  in  order 
that  their  "  earning  power "  may  be  sustained. 
There  have  been  certain  renewals  in  1913  (£110). 
These  have  been  capitalized,  and  the  depreciation 
written  off  has  been  allowed  for  Income  Tax  and 
Excess  Profits  Duty  purposes.  The  Balance  Sheet 
values  may,  therefore,  be  taken. 

»  See  Chapter  XI. 
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Machinery. — The  circumstances  are  probably  such  Example  i. 
that  the  Income  Tax  figures  will  be  taken.  (Rule  91.) 

Sundry  Debtors. — ^These  figures  may  be  accepted. 
(See  Rule  93.) 

Investment  of  Reserve  Fund. — This  will  be  ignored. 
(Rules  89  and  42.) 

Cash  at  Bank  and  Office. — These  items  must  be 
dealt  with  as  shown  in  Rule  90.  The  treatment 
depends  altogether  on  the  facts.  The  figures  given 
in  the  example  suggest  that  the  partners  withdraw 
any  cash  not  needed  in  the  business.  The  Balance 
Sheet  figures  will,  therefore,  be  accepted. 

Goodwill. — The  history  of  this  item  must  be 
ascertained.  If  it  was  actually  purchased  by  the 
present  proprietors,  the  consideration  given  therefor 
will  be  included  in  the  capital  computation.  If  it 
was  built  up  by  the  present  proprietors  by  means  of 
advertisement  whose  cost  was  capitalized  in  the 
accounts,  or  the  purchase  of  the  goodwill  of  a 
second  business  absorbed,  etc.,  a  similar  valuation 
should  be  made.  But  in  the  absence  of  any  such 
action  within  the  years  1911,  1912,  1913,  and  1914, 
the  valuation  will  be  constant  within  those  years. 
It  will  be  assumed  that  £12,000  was  paid  for  the 
goodwill  in  1907. 

Reserve. — ^This  will  be  ignored. 

Sundry  Creditors. — ^These  items  will  be  deducted 
from  the  total  of  the  assets. 
Loan  Account. — The  same  remark  applies. 


SPECIMEN 

RETURN  OF  PROFITS   OF  THE  TRADE   OR   BUSINESS   and 


(a)  Full  Style  or  Designation  of  the  trade  or  business 


(6)  Names  and  Addresses  of  the  Partners,  in  the  case  of  a  Firm   . 


(c) 

Nature 

of 

the 

trade 

or 

business   ........ 

id) 

Where 

carried 

on 

{e)  The  commencing  and  ending  date  of  the  Accounting  j  See  Notes  I  &  2 
Period  or  Periods  which  ended  after  4th  August,  on  sheet  enclosed. 
1914,  and  before  1st  July,  1915      . 


(/)  Amount  of  Profits  arising  from  the  trade  or  business 
in  each  of  the  above  Accounting  Periods,  computed 
as  the  Act  directs  .  .  .  . 


See  Note  4 

on  sheet  enclosed. 


{g)  Amount  of  Profits  arising  from  the  trade  or  business 
in  each  of  the  three  last  Pre- War  Trade  Years 
{i.e.,  the  three  last  Trade  Years  which  ended 
before  5th  August,  1914)  computed  as  the  Act  directs 


See  Notes  4,  5  &  6 

on  sheet  enclosed. 


PARTICULARS    REQUIRED    TO    BE 

(1)  Copies  of  any  original  Trading  Accounts  and  Profit  and  Loss  Accounts  for  each 

Years,  and  of  any  original  Balance  Sheets  as  at  the  end  of  each  of  the  said 
Trade  Years. 

[Note. — In  so  far  as  copies  complying  with  this  requirement  have  already  been 
need  not  be  transmitted.  Moreover,  if  the  profits  of  each 
to  duty,  copies  of  the  accounts  need  not  in  the  first  instance 
particulars  required  beyond  those  declared  on  the  form  ;  while 
exceeds  the  R-ofits  Standard  a  further  communication  will  be 
Standard,  and  no  copies  of  accounts  need  be  furnished  with  this 

(2)  Full  particulars,  if  not  already  notified,  as  to  the  nature  of  any  fictitious  or 

ment  of  the  Act  relating  to  the  Excess  Profits  Duty,  during  any  of  the  above 


[*  It  will  greatly  faeUitate  agreement  as  to  the  amount  of  your  liability 
if  you  will  attach — 
(i.)    Detailed  statements  showing  how  the  amounts  returned 
by  you  in  spaces  (/)  and  {g)  above  are  arrived  at  from  the 
Accounts ; 
(ii.)  Detailed  statements   showing   your   computation   of   the 
amount  of  Excess  Profits  Duty  payable  by  you  in  respect 
of  the  above  Accounting  Period  or  Periods.] 


RETURN   (Example  I) 

OTHER  PARTICULARS  IN  CONNECTION  THEREWITH 


(<») 


A.  and  F.   Brown 


ib) 


Names. 

Arthur  Brown 
Francis  Brown 


Addresses. 

7   The   Highway,    N.W. 

The  Gables,   Chadhurst,  Surrey 


(c) 


Ironworks 


(^ 


(/) 


(g) 


Chadhurst,  Surrey,  and  79  Eastern  Street,   B.C. 


Accounting  Period  com- 
mencing on     1st   January, 
1914,      and    ending     on 
315/    December,        191  4  . 


I  41,527 


Accounting  Period  com- 
mencing on 

191       ,     and     ending     on 
191 


[Note. — Where  thert  are 
more  than  two  Accounimg 
Periods,  further  forms 
will  be  supplied  on  appli- 
cation to  the  before- 
mentioned  Surveyor  of 
Taxes.] 


Year     ended  3l5l 

December,  191   1. 

*  £  27.575 


Year     ended  315/ 

December,        191  2. 
*  £  32,746 


Year     ended  3l5l 

December,         191  3. 
*  £  22,987 


TRANSMITTED   WITH   THIS   RETURN— 

of  the  above  Accounting  Periods  and  for  each  of  the  three  last  Pre- War  Trade 
Periods  and  Years  and  as  at  the  commencement  of  the  first  of  the  sadd  Pre- War 

furnished  for  the  purpose  of  Income  Tax  it  should  be  so  stated,  and  duplicate  copies 
Accounting  Period,  as  computed  by  you,  fall  below  the  point  involving  liability 
be  supplied,  and  in  that  event  a  subsequent  intimation  will  be  made  as  to  any 
if  you  wish  to  show  that  in  the  case  of  your  trade  or  business  the  Percentage  Standard 
addressed  to  you  specifying  the  particulars  required  in  relation  to  the  Pre- War 
Return  other  than  those  relating  to  the  Accounting  Periods,] 

artificial  transaction  or  operation  entered  into  or  carried  out,  before  the  commence- 
Accounting  Periods  or  Pre- War  Trade  Years.     [See  Section  44  (3)  of  the  Act.] 


DECLARATION. 

I  hereby  declare  that  the  foregoing  particulars,  and  the  particulars 
transmitted  herewith,  are  in  every  respect  truly  and  correctly  stated,  to  the 
best  of  my  judgment  and  belief. 

Signature A.   Brown 


STATE  WHETHER  THE  RETURN  IS  MADE— 

On  your  Own  behalf ; 
or.  As  Partner  of  a  Firm  ; 
or,  As  Trustee,  Agent,  Receiver,  or  Factor,  etc., 

and  for  whom ; 
or.  As  the  Officer  of  any  Corporation  or  Company  ; 

1 8— (1567) 


....As  Partner  of  a   Firm. 


274 


EXCESS   PROFITS   DUTY 


Example  ] 
—{contd.) 


Note. — In  the  ordinary  course  the  1911  Capital 
will  be  the  amount  as  at  31st  December,  1910.  It 
is  unnecessary  to  set  forth  a  fifth  Balance  Sheet  here. 
The  1911  figures  are,  therefore,  postulated  as  below. 


1911. 

1912. 

1913. 

1914. 

i 

£ 

i 

i 

Lease  of  Premises 

2,200 

2,200 

2,200 

2.200 

Stock 

13,500 

13,200 

15,000 

13.000 

Office  Fixtures 

220 

210 

200 

300 

Machinery 

4,500 

4,275 

4,061 

3,858 

Sundry  Debtors 

18.050 

23.000 

20.000 

21  000 

Cash  at  Bank    .... 

3,420 

4,280 

3,740 

5.230 

„       Office         .      .      . 

300 

240 

310 

270 

Goodwill 

12.000 

12.000 

12,000 

12.000 

Total 

54.190 

59,405 

57.511 

57.858 

Sundry  Creditors   . 

1.700 

1.200 

800 

900 

Loan  Account        .      .      . 

1.000 

1,000 

1,000 

1.000 

Total 

2,700 

2,200 

1,800 

1.900 

Capital       .      .      .      . 

51.490 

57,205 

55.711 

55.958 

The  Standard  of  Profits. 

The  percentage  standard  will  evidently  be  7  per 
cent,  (for  1914)  on  something  less  than  £60,000  (about 
£4,200  therefore).  The  profits  standard  is  much 
higher  and  will  be  selected.  (Chapter  IV.)  The  high- 
est pre-war  years  are  1911  and  1912,  the  profits  of 
which  were  £27,575  and  £32,746  respectively.  The 
standard  = 


£27,575  -h  32,746 


=  £30,160 
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Computation,  Example  I. 

x> 
Profits  of  Accounting  Period  .         .  .  41,527 

Adjustment  under  Rule  96 — 
Capital  of  Accounting  Period      ;f55,958 
Average  Capitals  for  19 1 1  &  19 1 2 

(;£51,490  4-  57.205)  54,347 


2 

Increase 

1,611 

7  %  on  Increase  . 

.       113 

41,414 

Standard  of  Profits 

.30,160 

Excess 

.  11,254 

Allowance  . 

.       200 

2)11,054 

Duty  (at  50%)     . 

.£5,527 

»■«»«■ 

Return  Form. 

See  specimen  form. 

Example  II 

—  - 

On  the  following  pages  are  set  out  the  accounts  Example  n 
necessary  to  the  example.  All  those  whose  lot  it 
has  been  to  deal  with  any  number  of  Excess  Profits 
Duty  computations  will  have  realized  how  sharp 
the  eye  must  be  to  detect  those  casual  accidents  and 
incidents  of  account  keeping,  which  might  so  easily 
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53*)"*  conceal  the  necessity  for  adjustment.  The  reader 
will  not  have  the  difficulty,  experienced  in  practice, 
of  turning  from  sheet  to  sheet  on  a  desk  littered 
with  the  accounts  of  three  or  four  years.  In  other 
ways,  also,  the  present  intention  is  to  indicate  the 


BALANCE  SHEETS 


Item 

No. 

1911. 

1912. 

1913. 

1914. 

1.  Issued  Capital     . 

2.  „    Debentures 

500,000 

500,000 

500,000 

i 
600,000 

200,000 

200,000 

200,000 

100,000 

3.  Sundry  Creditors 

4.  BUls  Payable       . 

6,000 

8,000 

7,000 

10,000 

14,000 

21,000 

18,000 

26,000 

5.  Contingency  A/c 

6.  Bad    Debts    Re- 

600 

— 

400 

500 

serve 

4,000 

3,000 

5,000 

8,000 

7.     Pension  Fund      . 

4,200 

4,900 

5,300 

6,000 

8.     Reserve 

150,000 

175,000 

175,000 

175,000 

9.     Profit  car.  forw'rd 

25,000 

30,000 

20,000 

30,000 

10.         „     per  Profit  & 

Loss  A/c 

44,000 

48,000 

54,000 

120,000 

11.                    Total     . 

947,800 

989,900 

984,700 

1,075,500 

PROFIT  AND   LOSS  ACCOUNTS 


Item 
No. 


1912. 


1913. 


1914. 


1915. 


23. 
24. 

25. 

26. 


27. 
28. 

29. 

30. 


Directors'  Fees    . 

Salaries  &  OflSce 
Expenses,  etc. 

Staff  Bonuses 

Rent,  Rates, 
Taxes,  Light- 
ing, etc. 

Depreciation 

Debenture  In- 
terest 

Balance  Profit 

Total 


i 
2,000 

7,400 
2,000 


9,000 
30,000 

10,000 
48.000 


108,400 


i        \ 
2,000  I 

8,000  i 
2,000  ! 


10,000 
30,000 

10,000 
54,000 


i 
2,000 

9,000 
2,800 


11,000 
30,000 

7,500 
120,000 


i 
2,000 

11,500 
3,500 


11,000 
30,000 

5,000 
200,000 


116,0 JO  i      182,300  I      263,000 
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points  on  which  inadvertence  is  easy,  but  to  illus-  ^S^/^^^' 
trate  each  difficulty  in  as  obvious  a  manner  as 
possible.     Many  readers  will  have  seen  cases  on 
each  of  which  might  be  written  a  book  as  long  as 
that  in  which  this  example  appears. 


AT  31ST  DECEMBER 


Item 

No. 

1911. 

1912. 

1913. 

1914. 

12.     GoodwUl     . 

200,000 

200,000 

200,000 

200,000 

13.     Leasehold   pro- 

perty 

150,000 

140,000 

130,000 

160,000 

14.     Plant    and   Ma- 

chinery 

200,000 

180,000 

160,000 

140,000 

15.  Sundry  Debtors 

16.  Bills  Receivable 

43,000 

41,000 

47,000 

63,000 

18,000 

24,000 

26,000 

38,000 

17.     Stock-in-Trade     . 

114,000 

110,000 

116,000 

104,000 

18.     Bonus    on    Re- 

demption   of 

Debentures 

— 





7,000 

19.     Investments 

200,000 

260,000 

280,000 

220,000 

20.     Treasury  Bills 

— 

— 

— 

80,000 

21.     Cash  in  hand  and 

at  bank  . 

22,800 

34,900 

25,700 

63,500 

22.              Total 

947,800 

989,900 

984,700 

1,075,500 

FOR  YEARS  ENDED  31st  DECEMBER 


Item 

No. 

1912. 

1913. 

1914. 

1915. 

£ 

£ 

£ 

£ 

31.     Gross   Trading 

Profit       . 

95,500 

102,300 

167,700 

247,000 

32.     Transfer  Fees  and 

Sundry  Receipts 

500 

500 

600 

700 

33.     Interest  and  Di- 

vidends    . 

12,400 

13,200 

14,000 

15,300 

34.            Total  . 

108,400 

116,000 

182,300 

263,000 
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To.——. 

-(Sio"'    No  Appropriation  of  Profits.  £ 

35.  Carried  forward  to  31st  Dec,  1911  .      25,000 

36.  Profit,  1911 44,000 


37. 

Appropriated  : 

69,000 

38. 

Dividend  paid   1st  April,        £ 
1912       ....      10,000 

39. 

Grant   to   Pension   Fund, 

1st  April,  1912     .       .        1,000 

40. 

Written  off  Investments .        1,000 

41. 

Added  to  Reserve    .        .      25,000 

42. 

Directors*  Commission    .        2,000 

43 

39,000 

Carried  forward  to  31st  Dec,  1912 

44. 

30,000 

45. 

Profit  1912       

48,000 

46.  78,000 
Appropriated :  £ 

47.  Dividend  paid,  1st  April, 

1913       ....  43,000 

48.  Grant   to   Pension   Fund, 

1st  April,  1913     .       .  1,000 

49.  Written  off  Investments  10,000 

50.  Directors'  Commission    .  4,000 

51.  58,000 


52.  Carried  forward  to  31st  Dec,  1913     20,000 

53.  Profit,  1913 54,000 

54.  74.000 


—iconid.) 


ACCOUNTS — EXAMPLE   II  279 

Item 
No.     Appropriated  :  Example  ii. 

55.  Dividend  paid   1st  April,        £  £ 

1914  ....  31,000 

56.  Grant  to  Pension  Fund  .  1,000 

57.  Written  off  Investments  7,000 

58.  Directors'  Commission    .  5,000 

59.  44,000 

60.  Carried  forward  to  31st  Dec,  1914  .      30,000 

61.  Profit,  1914 120,000 

62.  150,000 
Appropriated  : 

63.  Dividend  paid   1st  April,        £ 

1915  ....  48,000 

64.  Grant  to  Pension  Fund  .  2,000 

65.  Written  off  Investments  10,000 

66.  Directors'  Commission    .  10,000 

70,000 


67.  Carried  forward  to  31st  Dec,  1915  .      80,000 

68.  Profit,  1915 200,000 


69. 

280,000 

70. 

Dividend  paid   1st  April, 

i 

1915       .... 

82,000 

71. 

Written  off  expense  of  re- 

deeming Debentures    . 

7,000 

72. 

Grant  to  Pension  Fund  . 

2,000 

73. 

Written  off  Investments 

10,000 

74. 

Directors'  Commission    . 

16,000 

75. 

Added  to  Reserve    . 

20,000 

76. 

137,000 

77.    Carried  forward  to  31st  Dec,  1916  .    143,000 
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Example  II. 
—(contd.) 


Income  Tax 

1912. 


Item 

No. 

i 

£ 

78. 

Balance,  Profit  and  Loss  A/c   . 
Add: 

48,000 

79. 

Income  Tax     .... 

3,000 

80. 

Ground  Rent  .... 

100 

81. 

Depreciation    .       .       .       . 

30,000 

82. 

Debenture  Interest 

10,000 

83. 

Expense   of   obtaining   new 

capital         .... 

— 

84. 

Contingency  A/c  (increases) 

— 

85. 

Bad     Debts     Reserve     (in- 
creases)       .... 

— 

43,100 

91,100 

Deduct : 

86. 

Taxed  Fees  in  Item  32  . 

300 

87. 

„      Interest  &  Dividends 

12,000 

88. 

Net  Annual  Value  of  Busi- 

ness Premises  owned 

15,000 

89. 

Bad    Debts    Reserve    (de- 

creases)       .... 

1,000 

90. 

Contingency  A/c  (decreases) 

600 

91. 

Appropriations:      Direc- 

tors' commission.     . 

4,000 

92. 

Pension  Fund  . 

1,000 

33,900 

1 

93. 

£57.200 

94.  As  regards   1914   and   1915,   further  deductions 

will  be  due  in  respect  of  Excess  Profits  Duty 
payable. 

95.  The    Depredation    allowances    are    assumed    to 
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Adjustment 
1913. 


1914. 


1915. 


Item 
No. 

78 

i 

i 
54,000 

i 

I 
120,000 

I 

£ 

200,000 

79 
80 
81 
82 

4,200 

100 

30,000 

10,000 

3,800 

100 

30,000 

7,500 

5,000 

100 

30,000 

5,000 

83 
84 

400 

200 
100 

— 

85 

2,000 

46,700 

3,000 

44,700 

1,000 

41,100 

100.700 

164,700 

241,100 

86 
87 

300 
13,000 

400 
14,000 

500 
15,000 

88 

15,000 

17,000 

18,000 

89 
90 

— 

— 

100 

91 
92 

5,000 
1,000 

34,300 

10,000 
2,000 

43,400 

16.000 
2,000 

51,600 

93 

£66,400 

£121.300 

£189,500 

have  been  separately  computed  as  follows — 
Year  of  assessment  : 

1912-13    .      .    £9,000       1914-15  .      .      £8  000 
19ia-14    .      .    £8,500       1915-16  .      .    £10,000 


Example  II. 
—(contd.) 


Excess  Profits 

Duty — 

31st  Dec,  1911. 

Item 

£ 

£  ' 

96. 

Goodwill        .... 

200,000 

97. 

Leasehold  property 

190,000 

98. 

Plant  and  Machinery  (depre- 

ciation deducted  below)  . 

240,000 

99. 

Sundry  Debtors    . 

43,000 

100. 

Bills  Receivable    . 

18,000 

101. 

Stock-in-Trade 

114,000 

•102. 

Investments  .... 

— 

103. 

Cash  in  hand  and  at  bank  . 

22,800 

827,800 

Deduct  : 

104. 

Debentures    (reduced   in 
1914  out  of  proceeds  of 

new  issue  of  Capital)    . 

200,000 

105. 

Sundry  Creditors 

6,000 

106. 

Bills  Payable     . 

14,000 

107. 

Contingency  A/c  .     . 

600 

108. 

Pension  Fund  . 
Appropriations  : 

~~~ 

109. 

Dividend 

7,500 

110. 

Pension  Fund 

750 

111. 

Directors*  Commission 

2,000 

112. 

Depreciation    (Income 

Tax)  Plant  &  Machinery 

34,000 

113. 

New  Capital  issued  during 

year        .... 

— 

Net  Capital      . 

264,850 

£562,950 

=^== 
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Capital  Statement 

31st  Dec.  1912. 


31st  Dec,  1913.         3lst  Dec,  1914. 


Item 
No. 

£ 

£ 

£ 

£ 

£ 

£ 

96 

200,000 

200,000 

200,000 

97 

190,000 

190,000 

230,000 

98 

240,000 

240,000 

240,000 

99 

41,000 

47,000| 

63,000 

100 

24,000 

26,000: 

18,000 

101 

110,000 

116,000 

94,000 

102 

— 

— 

— 

103 

34,900 

839,900 

25,700 

844,700 

63,500 

908,500 

104 

200,000 

150,000 

100,000 

105 

8,000 

7,000 

10,000 

106 

21,000 

18,000 

26,000 

107 

— 

400 

500 

108 

— 

— 

— 

109 

32,250 

23,250 

36,000 

110 

750 

750 

1,500 

111 

4,000 

5,000 

10,000 

112 

43,000 

51,500 

59,500 

113 

— 

309,000 

— 

255,900 

— 

243,500 

£ 

£ 

530,900 

£588,800 

665,000 

283 
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Example  II. 
—(contd.) 


Excess  Profits 

Duty— 

1912. 

Item 

No. 

£ 

£ 

114. 

Balance,  Profit  and  Loss  A/c 

Add  : 

48,000 

115. 

Income  Tax 

3,000 

116. 

Depreciation 

30,000 

117. 

Expense  of  obtaining  new 
capital      .... 

__ 

118. 

Contingency  A/c . 

— 

119. 

Bad   Debts    Reserv^e    (in- 

creases)    .... 

— 

120. 

Ground  Rent 

— 

121. 

Debenture  Interest     . 

— 

33,000 

81,000 

Deduct : 

122. 

Interest  and  Dividends     . 

12,400 

123. 

Bad  Debts   Reserve    (de- 

creases)    .... 

1,000 

Appropriations  : 

124. 

Directors'  Commission  . 

4,000 

125. 

Pension  Fund 

1,000 

126. 

Depreciation  (Income  Tax) 

9,000 

127. 

Taxed  Fees  in  Item  32 

— 

128. 

Annual  Value  of  Premises 

owned      .... 

— 

Net  Profits 

27,400 

£53,600 

=s«^»i 

accounts — example  ii 
Profits  Statement 
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1913. 

1914. 

1915. 

Item 

No. 

114 

£ 

£     ' 

54,000 

£ 

£ 

120,000 

£ 

£ 

200,000 

115 
116 

4,200 
30,000 

3,800 
30,000 

5,000 
30,000 

117 
118 

— 

200 

— 

119 
120 
121 

2,000 

36,200 

3,000 

37,000 

1,000 

36,000 

90,200 

157,000 

236,000 

122 

13,200 

14,000 

15,300 

123 

— 

— 

— 

124 
125 
126 
127 

5,000 
1,000 
8,500 

5,000 
2,000 
8,000 

5,000 

2,000 

10,000 

128 

— 

27,700 

— 

29,000 

— 

32,300 

/:62,500 

£128,000 

£203,700 

»»»»=» 

»»»=»=» 

sss=ss»a. 
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Item 

Example  II.      No.  NOTES. 

—(contd.)  J      jj^lg  j^gj^  ^Qgg  jjQ^  necessarily  (or  usually)  bear  any 

relation  to  the  capital  of  the  company  as  computed 
for  Excess  Profits  Duty  purposes.  The  Reserve, 
for  instance,  must  equally  be  regarded  as  capital. 

2.     See  Item  104. 

5.     See  Item  107. 

7.  It  is  assumed  that  this  fund  is  out  of  the  Company's 

control,  i.e.,  that  contracts  or  agreements  with  the 
beneficiaries  and  prospective  beneficiaries  prevent 
the  resumption  by  the  Company  of  grants  made 
to  the  fund. 

8.  It   will   be   observed    that   the    Reserve   has    been 

increased  by  an  appropriation  of  the  1911  profits. 
(Item  41.) 

9.  These  entries  are  explained  on  the  statement  headed 

"  Appropriation  of  Profits." 

12.  See  Item  96. 

13.  The   property   is   depreciated   ;^1 0,000   per   annum. 

During  1914  there  was  new  capital  expenditure 
of  ;^40,000. 

14.  The  plant  and  machinery  is  depreciated  ^^20,000  per 

annum.     See  Items  95  and  112. 

15.  There  is  no  hidden  reserve. 

17.  Do.  do. 

18.  This  was  written  ofi  by  way  of  appropriation  of  1913 

profits. 

19.  At  cost  less  proceeds  of  sales  and  less  depreciation 

by  way  ot  appropriation  of  profits. 
24.     It  is  assumed  that  no  "  management  "  remuneration 
is  included  here,  nor  increases  calling  for  action 
under  Rule  46. 

26.  Includes    Ground    Rent    (Item    80)  ;    Income    Tax 

(Item  79). 

27.  See  Items  95  and  112. 

28.  See  Item  104. 

31.  It  is  assumed  that  the  Trading  Account  has  been 

scrutinized  and  passed  for  Income  Tax  and  Excess 
Profits  Duty  purposes. 

32.  Includes  Item  86 
39.     See  note  on  Item  7. 
81.     See  Item  95. 

83.  Disallowed  as  a  capital  expense.  It  is  not  included 
as  capital  for  Excess  Profits  Duty  purposes  as  it 
is  not  an  asset  in  the  hands  of  the  company. 
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Item 

84.  See  Item  107.  —{contd.) 

88.  Taxed  under  Schedule  A.     But  see  Item  128. 

90.  See  Item   107. 

91.  See  Items  42,  50,  etc. 

92.  See  note  on  Item  7. 

95.  See  example  under  Rule  58. 

96.  See  Rule  95  as  regards  the  Goodwill  of  a  "  private  " 

company.  In  the  present  case  it  is  assumed  that 
that  Rule  does  not  apply  and  that  the  actual  cost 
to  the  Company  in  respect  of  the  Goodwill  was 
;^200,000.  Had  that  amount  been  written  down 
before  1911,  or  between  1911  and  1915,  the  com- 
putation under  consideration  would  nevertheless 
show  the  Goodwill  at  ;^200,000. 

97.  Leasehold  property.     In  practice  this  is  not  regarded 

as  being  subject  to  depreciation^  and  the  total 
capital  cost  will  appear  in  the  capital  computation. 
The  amounts  shown  do  not  agree  with  the  Balance 
Sheet,  Item  13.  The  property  is  assumed  to  have 
cost  ;^  190,000  and  to  have  been  the  subject  of 
further  capital  expenditure  of  ;^40,000  in  1914. 

98.  Plant  and  Machinery  should  appear  in  the  capital 

computation  at  its  total  capitalized  cost  to  date, 
less  the  aggregate  of  the  Income  Tax  allowances 
to  date. 

99.  100,  and  101.     No  hidden  reserve  should  be  passed 

unnoticed.  For  the  present  purpose  such  a  reserve 
would  decrease  the  capital — to  the  detriment  of 
the  trader. 

102.  Investments  are  excluded,  under  Rule  42.     See  note 

under  Item  108.  (If  it  is  material,  the  average 
investments  should  be  excluded  from  the  amount.) 

103.  These  balances  no  doubt  include  sums  to  be  paid 

away  as  dividend.  An  adjustment  is  made 
—Item  109. 

104.  The  Debentures  stand  at  ;^200,000  at  31st  December, 

1913.  This  was  reduced  to  ;^  100,000  half-way 
through  1914.  As  the  computation  at  31st 
December,  1913,  is  really  for  the  purpose  of  ascer- 
taining the  average  capital  during  1914  (Rule  96), 
the  amount  inserted  as  at  31st  December,  1913, 
is  ;^1 50,000,  the  average  amount  of  Debenture 
during  1914.     But  this  has  only  been  done  because 

*  Rule  60  deals  with  recent  Income  Tax  legislation. 
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Example  II. 
—{contd.) 


the  redemption  of  the  ;^  100,000  was  out  of  new 
capital  introduced  from  outside.  The  only  other 
methods  of  repaying  debt  are  (1)  by  a  correspond- 
ing reduction  of  the  assets  as  at  31st  December, 
1913,  or  (2)  by  appropriation  of  current  (1914) 
profits.  Method  (1)  does  not  affect  the  balance 
of  capital,  and  method  (2)  is  prohibited  from  being 
considered  under  Rule  90.  The  objection  to 
method  (1)  may  be  shown  as  follows — 
Position  1 — 


Debentures        .  ;^  100, 000 


Fixed  Assets 
Cash     . 


;^150,000 

25.000 


The  capital  is  ;^75,000. 

Position  2 — 

Since  the  time  of  Position  1 ,  the  Company  has  made 
a  profit  of  ;^  10,000.  If  the  books  were  closed  the 
position  would  be  as  follows.  (The  books  are 
not  closed,  so  the  accounting  period  is  not  yet 
ended.) 


Debentures         .  ;^  100,000 


Profit 


10,000 


Fixed  Assets 
Cash     . 


.    ;^150.000 

.      25,000 


Cash    (or 
Assets) 


other 


10,000 


As  we  are  still  in  the  middle  of  an  accounting 
period,  the  profit  of  /lO.OOO  may  not  serve  to 
increase  the  capital  to  ;?85,000.     It  is  still  /75,000. 

Position  3 — 

The  Company  repays  ;^20,000  of  the  Debentures. 


Debentures         .  ;^100,000 

Fixed  assets        .  ;^1 50,000 
Cash     .        .        .      25,000 

Profit  .        .        .      10,000 

Cash    (or    other 

Assets)     .        .      10,000 

Less  Debentures      20,000 

Less  Cash    .        .      20,000 

The    capital    remains    (for    Excess    Profits    Duty 
purposes)  at  ^^75,000, 


Item 
No. 
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Were  the  company  to  raise  ;^20,000  new   capital.   Example  ii 


the  capital  would  become  ;^95,000  at  once,  whether 
the  ;^20,000  were  applied  to  the  redemption  of 
debentures  or  to  any  other  purpose. 

107.  This  item  corresponds  with  Item  5  in  the  Balance 

Sheets.  The  meaning  is  taken  to  be  that,  at  31st 
December,  1911,  for  instance,  the  Company  pos- 
sibly owed  /600  on  particular  accounts,  but  was 
not  certain.  Instead  of  placing  the  amount 
among  the  avowed  Sundry  Creditors,  it  reduced 
the  profits  and  the  capital  by  creating  a  Contin- 
gency Account.  For  Income  Tax  purposes  this 
was  regarded  as  a  Reserve,  and  the  charge  against 
profits  was  disallowed.  In  1912  it  was  discovered 
that  the  ;^600  was  actually  owing.  No  charge  was 
made  against  the  1912  profits,  the  charge  against 
the  1911  profits  being  sufl&cient.  As,  however, 
the  charge  last  referred  to  was  not  passed  for 
Income  Tax  purposes,  a  deduction  of  ;^600  was 
made  in  the  computation  for  1912.  Such  a  method 
would  and  does  pass  for  Income  Tax  purposes. 
For  Excess  Profits  Duty  purposes,  however,  it  is 
necessary  for  items  to  be  exactly  apportioned. 
As  the  ;^600  proved  to  be  a  current  charge  for  191 1 
it  is  regarded  as  such.  At  31st  December,  1911, 
the  Company  actually  owed  ^600,  hence  the  entry 
against  Item  107. 

108.  The  Company  is  assumed  to  "  owe  "   the  amount 

standing  to  the  credit  of  the  Pension  Fund,  and  in 
the  ordinary  case  this  debt  would  form  a  deduction 
in  ascertaining  capital.  In  the  present  case, 
however,  the  Fund  is  obviously  with  the  Company 
for  investment  purposes,  and  has  probably  served 
to  increase  the  amount  of  the  Investments  (Item 
19).  As  Item  19  is  omitted  from  the  capital 
computation.  Item  7  should  be  omitted  similarly. 
This  principle  might  be  carried  further  and  it  is 
difficult  to  draw  the  line.  Could  a  company 
claim  that  its  Debentures  also  served  to  increase 
the  amount  of  the  Investments  ?  If  the  moneys 
concerned  were  lent  to  the  company  with  the 
intention  (on  the  part  of  the  lenders)  that  they 
should  be  invested,  and  if  the  company  issued 
debentures    for    that    purpose,    such    debentures 

19— '.1567) 
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Item 

Example  11.      No. 

~~^  being  secured  on  the  investments,  the  claim  could 

hardly  be  resisted.  But  the  debenture  interest 
could  not  be  deducted  from  profits.  In  any  case 
such  circumstances  must  rarely,  if  ever,  exist. 
The  principle  is  an  interesting  one. 

109.  The  payment  of  a  dividend  is  a  clear  withdrawal  of 

capital  if  it  is  executed  out  of  the  previous  year's 
profits  already  included  in  the  capital  statement 
for  the  current  year.  As  the  withdrawals  took 
place  one-quarter  of  the  way  through  the  year, 
the  average  withdrawal  for  the  year  is  one  quarter 
less  than  the  dividend. 

110.  In   the   circumstances   stated   under   Item   7,  these 

grants  constitute  withdrawals  from  the  previous 
year's  profits  already  included  in  the  capital 
computation. 

111.  These   sums   proved    to   have  been   owing    to   the 

directors  at  the  end  of  the  preceding  year. 

112.  These  represent  the  aggregate  income  tax  allowances 

(allowances  due,  whether  actually  made  or  carried 
forward)  to  date.  The  allowance  for  the  fiscal 
year  ended  5th  April,  1913,  for  example,  is  taken 
to  be  the  allowance  for  the  company's  year  ended 
31st  December,  1912,  because  such  allowance  was 
based  on  the  value  of  the  machinery  at  31st 
December,   1911.     See  Item  95. 

1 13.  See  Item  104.     The  difference  of  ;^50,000  might  have 

appeared  against  Item  113  (31st  December,  1913), 
except  that  it  was  desired  to  deal  with  the  matter 
in  the  earlier  note. 

115.  See  Rule  49. 

116.  The  restricted  allowances  (Rule  58)  are  made  under 

Item  126. 

117.  This  adjustment  is  made  under  Rule  38. 

118.  See  note  under  Item  107. 

119.  See  Rule  93  as  regards  Bad  Debts. 

120  and  121.  See  Items  80  and  81.  No  allowance  for  these 
matters  was  made  for  Income  Tax  purposes,  as 
the  company  was  entitled  to  recoup  itself  at  the 
expense  of  the  payees.  For  Excess  Profits  Duty 
purposes  it  is  desired  to  ascertain  the  Company's 
profit,  and  the  charges  for  these  matters  appearing 
in  the  accounts  are  therefore  passed. 

122.     See  Rule  42. 
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Item 

No. 

124.     The    1915   deduction   is   restricted   under   Rule   46.    Example  ii. 
The  directors'    lees  were  increased   from  ;^5.000  — («»»^'^) 
(1913)  to  ;^10.000  (1914).  and  to  ;^16,000  (1915). 
As  regards  1915,  the  Company  can  recover  60% 
on  ;^1 1,000  from  the  officials  concerned.     See  Rule 
58  as  regards  allowance  of  (say)  ;^2,000. 

126.  See  note  under  Item  112.     (Rule  42.) 

127.  Compare   Item  86,    under  which  a  deduction  was 

made  for  Income  Tax  purposes  on  the  ground  that 
the  fees  were  taxed  by  way  of  deduction.  For 
Excess  Profits  Duty  purposes  the  fees  are  included 
in  the  profits. 

128.  Compare  Item  88.     Rule  41  is  seen  to  operate. 

Excess  Profits  Duty — Computation 
Capital. 

Capital  at  1st  Jan.,  1912     .  £562,950 

1913  .  530,900 

1914  .  588,800 

1915  .  665,000 

^     .    .   .^.^  o    ^.^562,950+530,900 
Average  Capital,  1912  &  1913 ^ 

=  £546,925 
Profits. 

Year  ended  31st  Dec,  1912  .       .       .    £53,600 

1913  .       .       .      62,500 

1914  .       .       .    128,000 

1915  .       .       .    203,700 
It  has  been  assumed  that  the   1911  profits  are 

smaller  than   those   of   1912  or   1913 — hence  the 

omission  of  the  1911  account. 

Standard  of  Profits. 

Percentage  Standard  =  6  %  on  (£588,800  -  50,000 1) 

•-=  £32,328  (not  adopted). 

£53,600  +  62,500 
Profits  Standard  =  ^^-^ ^ — - —    =  £58,050 

(adopted). 

1  See  Item  104. 
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Example  II.      IQI4,  / 

—(contd.)  ^''  ^ 

Profits  of  Accounting  Period      .  .    128,000 

Increased  Capital,  £588,800  -  ^^546,925 
=  ;f41,875.  6%  on  £41,875  {Rule 
96)   = .         .         .         .         .         .     -2,513 


125,487 
Standard  of  Profits  ....      58,050 


Excess    ....      67,437 
Allowance        ...  200 


67,237 
Duty  at  50%,         .         .    £33,618 


1915.  £ 

Profits  of  Accounting  Period      .  .    203,700 

Increased  Capital,  £665,000  -  546,925 
=  £118,075.  6%  on  £118,075  (Rule 
96)   =  .         .         .         ,         .        7,085 


.   196,615 
Standard  of  Profits  ....    58,050 


Excess    ....    138,565 
Allowance        ...  200 


138,365 
Duty  at  60%  .         .         .    £83,019 
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We  leave  this  example  as  at  the  end  of  1915.  ^^i*"* 
Of  the  five  years  concerned,  two  must  fall  before 
August,  1914,  and  it  is  necessary  that  the  remaining 
three  years  should  immediately  follow  them.  To 
continue  the  example  would  merely  be  tedious  to  the 
reader. 


PART  II 

Establishments  Controlled   under  the 
Munitions  of  War  Acts 


CHAPTER  XVIII 

Levies  under  the  Munitions  of  War  Acts 
in  respect  of  Profits  arising  from  the 
Date  of  Control  to  31st  December,  1916 

controlled  concerns — levy  the  excess  over 
20%  increased  profits — standard  of  profits 
— additional  capital  and  increased  output — 
expenses  allowed — special  adjustments — 
other  concerns  and  part  concerns — accounts 
and  periods. 

It  is  shown  in  Chapter  XX  that  Munitions  Levies 
cease  as  regards  any  profits  arising  after  31st 
December,  1916.  When  an  account  includes  periods 
before  and  after  this  date  the  profits  thereof  are  to 
be  apportioned  according  to  respective  lengths  of 
time. 

Until  2nd  August,  1917  (the  date  of  the  enactment 
of  the  Finance  Act,  1917),  the  Levy  was  adminis- 
tered by  the  Minister  of  Munitions.  From  that 
date  the  management  was  vested  in  the  Commis- 
sioners of  Inland  Revenue  (Rule  138),  who  consider- 
ably altered  the  procedure.      For  convenience  of 
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reference,  the  old  (Munitions)  procedure  and  the  new 
(Inland  Revenue)  procedure  are  shown  in  parallel 
columns  throughout  this  part  of  this  book.  Matter 
printed  right  across  the  page  refers  to  the  procedure 
both  before  and  after  the  change.  In  Aug.,  1917, 
the  greater  part  of  the  computation  of  Levies 
payable  in  respect  of  profits  arising  on  or  before 
31st  December,  1916,  remained  to  be  made. 

120.  The  Minister  of  Munitions  had  power  to  order  120.  Limita- 
that  any  establishment   in  which  munitions  work   is  profits. 
carried  on  should  be  subject  to  special  provisions  as  to 
the  limitation  of  profits,  as  from  a  date  specified  by  him 
when    declaring    the    establishment    "  controlled, ' '    to 
31st  December,  1916.^ 

//  the  Minister  of  Munitions  considers  it  expedient  for 
the  purpose  of  the  successful  prosecution  of  the  war  that 
any  establishment  in  which  munitions  work  is  carried  on 
should  he  subject  to  the  special  provisions  as  to  limitation 
of  employers'  profits  and  control  of  persons  employed  and 
other  matters  contained  in  this  section,  he  may  make  an 
order  declaring  that  establishment  to  be  a  controlled 
establishment  .  .  . 

Where  in  any  establishment  munitions  work  is  carried 
on  in  some  part  of  the  establishment  but  not  in  other  parts, 
the  Minister  of  Munitions  may,  if  he  considers  that  it  is 
practicable  to  do  so,  treat  any  part  of  the  establishment  in 
which  munitions  work  is  not  carried  on  as  a  separate 
establishment,  and  the  provisions  of  this  Act  sliall  take 
effect  accordingly.     (Munitions  of  War  Act,  1915,  s.  4.) 

The  expression  '*  munitions  work"  for  the  purposes 
of  the  principal  Act^  and  this  Act  means — 

»  See  Rule  137.  2  Munitions  of  War  Act,  1915. 
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mLimita-  (a)  the  manufacture  or  repair  of  arms,  ammunition, 

profits.  ships,  vehicles,  and  aircraft,  and  any  other  articles  or 

■—Icontd.) 

parts  of  articles  [whether  of  a  similar  nature  to  the 
aforesaid  or  not)  intended  or  adapted  for  use  in  war, 
and  of  any  other  ships  or  vessels,  or  classes  of  ships  or 
vessels,  or  parts  of  ships  or  vessels,  which  may  he  certified 
by  the  Board  of  Trade  to  be  necessary  for  the  successful 
prosecution  of  the  war,  and  of  any  metals,  machines,  or 
tools  required  for  any  such  manufacture  or  repair,  and 
of  the  materials,  of  any  class  specified  in  an  order  made 
for  the  purpose  by  the  Minister  of  Munitions,  required 
for,  or  for  use  in,  any  such  manufacture  or  repair  as 
aforesaid;  and 

(b)  the  construction,  alteration  or  repair  of  works  of 
construction  and  buildings  for  naval  or  military  pur- 
poses, and  of  buildings  in  which  munitions  work  is 
or  is  intended  to  be  carried  on,  and  the  erection  of 
machinery  and  plant  therein,  and  the  erection  of  houses 
for  the  accommodation  of  persons  engaged  or  about  to 
be  engaged  on  munitions  work  ;   and 

(c)  the  construction,  alteration,  repair,  or  maintenance 
of  docks  and  harbours  and  work  in  estuaries  in  cases 
where  such  construction,  alteration,  repair,  maintenance 
or  work  is  certified  by  the  Admiralty  to  be  necessary  for 
the  successful  prosecution  of  the  war  ;  and 

(d)  the  supply  of  light,  heat,  water,  or  power  or  the 
supply  of  tramways  facilities  in  cases  where  the  Minister 
of  Munitions  certifies  that  such  supply  is  of  importance 
for  the  purpose  of  carrying  on  munitions  work,  and 
the  erection  of  buildings,  machinery,  and  plant  required 
for  such  supply  ;  and 

(e)  the  repair  of  fire  engines  and  any  other  fire  brigade 
appliances  in  cases  where  the  Minister  of  Munitions 
certifies  that  such  repair  is  necessary  in  the  national 
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interest.     (Munitions  of  War  (Amendment)  Act,  1916,  mumita- 
s.  9  (1).)  p<^t^. 

This  part  of  the  A  ct  shall  apply  to  any  docks  used  by  the 
Admiralty  for  any  purposes  connected  with  the  war  as  it 
applies  to  establishments  in  which  munitions  work  is 
carried  on,  with  the  substitution  in  relation  to  any  such 
docks  or  persons  employed  in  any  such  docks  of  the  Admi- 
ralty for  the  Minister  of  Munitions.  (Munitions  of  War 
Act,  1915,  s.  9.) 

This  Act  shall  have  effect  only  so  long  as  the  office  of 
Minister  of  Munitions  and  the  Ministry  of  Munitions 
exist,     (s.  20  (2). ) 

"  Period  of  Control "  means  the  period  commencing 
with  the  date  specified  by  the  Minister  upon  making  an 
order  under  Section  4  of  the  Act  declaring  an  establishment 
to  be  a  controlled  establishment,  and  ending  on  the  date 
when  such  establishment  ceases  to  be  controlled  under  the 
Act.  (Munitions  (Limitation  of  Profits)  Rules,  1915, 
No.  2.) 

121.  Of  the  profits  of  any  period  during  which  an  i^J*t^°^^' 
establishment  is  under  control  ( ^but  not  as  regards  profits  proprietor. 
arising  after  31st  December,  1916) — 

an  amount  exceeding  the  "standard  '*  of  profit  by 
20  per  cent,  is  declared  to  be  the  amount  of  profits 
divisible  (i.e.,  remaining  at  the  disposal  of  the 
proprietors  so  far  as  the  Munitions  Acts  are  concerned) ; 
the  balance  is  to  be  paid  into  the  Exchequer. 

.  .  .  and  on  such  order  being  made  the  following  provisions 
shall  apply  thereto — 

Any  excess  of  the  net  profits  of  the  controlled  establish 

ment  over  the   amount  divisible  under  this   Act,   as 

1  See  Rule  137. 
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12L  Profits        ascertained  in  accordance  with  the  provisions  of  this 
proprietor.         Act,  shall  he  paid  into  the  Exchequer.     (Munitions  of 

-(contd.)  ^^^  ^^^^   jQjg^  ^^  ^  ^jj^ 

The  net  profits  of  a  controlled  establishment  shall  be 
ascertained  in  accordance  with  the  provisions  of  this  section 
and  rules  made  thereunder  and  the  amount  of  profits  divis- 
ible under  this  Act  shall  be  taken  to  be  an  amount  exceeding 
by  one-fifth  the  standard  amount  of  profits,     (s.  5  (1).) 

See  Rule  123  as  regards  an  allowance  for  increase 
of  capital  or  increased  output. 

sSiSrT"  122.  The  standard  is  the  average  profit  of  the 
establishment's  two  financial  years  last  completed 
before  4th  August,  1914,  or  a  special  standard  may  be 
granted  from  2nd  Aug. 

Procedure  before  2nd  Procedure  from  2nd 

Aug.,  1917.  Aug.,  1917. 

This    standard     may     be  If    agreement    cannot    be 

varied    by    agreement    with      reached  with  the   Commis- 

the  Minister  of  Munitions  or      sioners  of  Inland  Revenue, 

by  the  Referees.  the  matter  may  be  referred 

to  the  Minister  of  Munitions 
and  then  (if  desired)  to  the 
Referees.     [See  Rule  130.) 

The  standard  amount  of  profits  for  any  period  shall  be 
taken  to  be  the  average  of  the  amount  of  the  net  profits 
for  the  two  financial  years  of  the  establishment  completed 
next  before  the  outbreak  of  the  war  or  a  proportionate  part 
thereof.     {Munitions  of  War  Act,  1915,  s.  5  (2).) 

//  in  any  case  it  appears  or  is  represented  to  the  Minister 
of  Munitions  that  the  average  under  this  section  affords 
or  may  afford  an  unfair  standard  of  comparison  or  affords 
no  standard  of  comparison,  the  Minister  may,  if  he  thinks 
just,  allow  those  net  profits  or  losses  to  be  brought  into 
account,  or  substitute  for  the  average  such  an  amount  as  the 
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standard  amounts  of  profits  as  may  he  agreed  upon  with  122.  rrc-wdr 
the  owner  of  the  establishment,     (s.  5  (3).)  —(contdS 

The  Minister  of  Munitions  may,  if  he  thinks  fit,  and 
^hall,  if  the  owner  of  the  establishment  so  requires,  refer  the 
matter  to  be  determined  by  a  Referee  or  Board  of  Referees 
appointed  or  designated  by  him  for  the  purpose,  and  the 
decision  of  the  Referee  or  Board  shall  be  cotwlusive  on  the 
matter  for  all  purposes,     (s.  5  (3).) 

In  subsection  (3)  of  section  five  of  the  principal  Act, 
after  the  words  "  affords  no  standard  of  comparison  "  there 
shall  be  inserted  the  words  "  or  that  no  such  average  exists," 
and  after  the  words  "  if  he  thinks  just,  allow,"  there  shall 
be  inserted  the  words  "  or  require."  {Munitions  of  War 
[Amendment)  Act,  1916,  s.  19.) 

123.  The  standard  may  be  increased  by  8  per  cent.  128.  in- 

creased 

interest  on  the  amount  of  any  additional  capital  used  in  output  or 

additional 

the  establishment,  or  (where  the  output  has  increased)  capital. 
by  the  amount  considered  by  the  Minister  of  Munitions 
(or  the  Commissioners  of  Inland  Revenue^)  to  afford 
a  reasonable  return  in  respect  of  the  additional  output. 
The  establishment  may  select  the  more  favourable 
of  these  two  allowances.  The  allowance  may  be  in 
addition  to  or  in  lieu  of  the  20  per  cent,  referred  to  in 
Rule   121,  according  as  the  Minister  may  direct. 

Procedure  before  2nd  Procedure  from  2nd 

Aug.,  1917.  Aug.,  1917. 

The  powers  of  the  Minister  If    agreement    cannot   be 

may    be    exercised    by    the      reached  with   the    Commis- 

Referees  on  appeal.  sioners  of  Inland  Revenue, 

{See  Rule  130.)  the  matter  may  be  referred 

to  the  Minister  of  Munitions 
and  then  (if  desired)  to  the 
Referees.     {See  Rule  130.) 

»  See  Rule  138. 
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128.  In-  (i)  For  the  purpose  of  ascertaining  the  excess  of  the  net 

output  or      profits  of  a  controlled  establishment  for  any  period  of  assess- 

additional        ^  .  7  /    v      t  /  •      , 

capital.  me7tt  tn  any  case  where  (a)  the  average  amount  of  capital 
employed  in  a  controlled  establishment  during  the  period 
of  assessment  is  greater  than  the  average  during  the  standard 
period,  or  (b)  the  volume  of  output  of  a  controlled  establish- 
ment for  the  period  of  assessment  is  proportionately  greater 
than  the  volume  of  output  for  the  standard  period,  there  shall, 
at  the  request  of  the  controlled  owner,  be  added  to  the  standard 
amount  of  profits  whichever  of  the  following  sums  may  be 
the  greater,  that  is  to  say — 

(a)  Such  sum  (in  lieu  of,  or,  at  the  discretion  of  the 
Minister,  in  addition  to  the  one-fifth  referred  to  in 
Section  5  (1)  of  the  Act)  as  shall  be  equivalent  to  interest 
at  the  rate  of  eight  per  centum  per  annum  on  such 
amount  as  the  Minister  shall  decide  is  the  amount  of 
the  additional  average  capital,  or 

(b)  Such  sum  (in  lieu  of,  or,  at  the  discretion  of  the 
Minister,  in  addition  to  the  said  one-fifth)  amounting 
to  such  fraction  of  the  additional  net  profits  which  in  the 
opinion  of  the  Minister  might  fairly  have  been  earned 
in  the  standard  period  by  an  equivalent  additional 
volume  of  output  as  the  Minister  shall  decide  will,  in  the 
circumstances  of  the  case,  afford  a  reasonable  return  in 
respect  of  the  additional  volume  of  output. 

In  determining  what  is  additional  average  capital  for 
the  purposes  of  this  Rule,  capital  provided  by  the  Govern- 
ment shall  be  excluded,  but  temporary  loans  (other  than 
capital  so  provided)  and  undivided  ascertained  profits 
employed  in  the  business  may  be  treated  as  capital. 

For  the  purposes  of  this  Rule  the  output  of  a  controlled 
establishment  for  a  period  of  assessment  shall  be  deemed  to 
be  the  same  proportion  of  the  output  for  the  financial  year 
or  period  which  covers  the  period  of  assessment  which  the 
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period  of  assessment  is  of  that  financial  year  or  period. 
{Munitions  (Limitation  of  Profits)  Rules,  1915,  No.  10  (i).) 

124.  In  computing  profits  deductions  are  allowed  for  i24.Deduc- 
" proper  selling,  office,  or  other  expenses,"  but  not  for  prohibited. 
income  tax,  interest,  or  in  respect  of  assets  not  employed 
in  the  establishment  v/hose  profits  are  being  considered. 

For  the  purposes  of  these  Rules  net  profits  of  a  controlled 
establishment  shall  be  deemed  to  be  profits  which  would 
have  accrued  to  the  controlled  owner  in  respect  of  work 
done  in  such  establishment  if  such  profits  had  been  arrived 
at  before  bringing  into  account  any  sums  in  respect  of 
income  tax  or  interest  or  {except  so  far  as  the  Minister  may 
otherwise  allow,  or  as  may  be  necessary  in  any  case  where 
net  profits  or  losses  of  any  other  establishment  belonging 
to  the  controlled  owner  are  brought  into  account  for  the 
purpose  of  the  Act  or  these  Rules)  in  respect  of  assets  not 
employed  in  the  controlled  establishment,  and  {subject  as 
aforesaid)  after  allowing  proper  selling,  office,  or  other 
expenses,  or  apportionments  thereof.  {Munitions 
{Limitation  of  Profits)  Rules,  1915,  No.  4.) 

125.  In    computing   the   profits    for   any    period    of  i26.Deduc- 
assessment     to     the     Munitions     Levy,     appropriate  allowed, 
adjustments  may  be  made  for — 
(i)  exceptional  wear  and  tear ; 
(ii)  capital  expenditure  for  munitions  work  purposes ; 
(iii)  exceptional  services  rendered  by  the  controlled 
owner ; 

(the     above    by    addition   to  the    standard    or 
deduction  from  profits)  ; 
(iv)  the  probable  value,  when  control  ceases,  of  matters 
remaining  from  expenditure  for  munitions  work 
purposes ; 
(v)  increased  remuneration  to  managers,  etc.,  or  other 


302  EXCESS  PROFITS  DUTY 

i25.Dcduc-  operations  whereby  profits  are  decreased   (from 

allowed.  2nd  Aug.,   iQi?,  Rule  47  applies  to  Munitions 

— (contd.)  .  .  . 

Levy  computations,  i.e.,  the  power  accorded  to 
the  owner  of  recouping  himself  for  the  disallowance 
of  increased  remuneration  by  recovery  from  the 
director  or  manager  in  question) ; 

(the   above   by   deduction   from  the  standard 

or  addition  to  profits) ; 
(vi)  special   arrangements   between   the   Government 

and  the  establishment ; 
(vii)  any    other    matter    appearing    material    to    the 
Minister  of  Munitions  (or  the  Commissioners  of 
Inland  Revenue  ^)  or  to  the  Referee  ; 

(the  above  to  increase  or  decrease  the  excess 

above  the  standard,  according  to  the  facts). 

Procedure  before  2nd  Procedure  from  2nd 

Aug..  1917.  Aug.,   1917. 

The  adjustments  referred  Any  of  the  above  adjust- 
to  may  be  reviewed  in  com-  ments  which  cannot  be 
puting  the  profits  of  the  last  finally  determined  within  the 
period  of  control.  assessable     period     are     re- 

(This  provision  cannot  quired  to  be  determined  (and 
have  effect.)  provisional  allowances  to  be 

adjusted)  at  the  same  time 
as  allowances  under  Rule  63. 

In  determining  the  net  profits  for  any  period  of  assess- 
ment, due  consideration  shall  be  given  to,  and  any 
appropriate  adjustments  may  be  made  in  respect  of  all 
or  any  of  the  following  matters,  that  is  to  say — 

(a)  Exceptional  wear  and  tear  of  plant,  buildings  and 
machinery  ; 

(b)  Capital  expenditure  specially  incurred  for  the 
purpose  of  munitions  work  ; 

(c)  The  probable  value  to  the  controlled  owner  at  the 
end  of  the  period  of  control  of  any  plant,  buildings  or 
1  See  Rule  138. 
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machinery   erected   or   installed   or   other  expenditure  125.  oeduc- 
incurred  for  munitions  work,  since  the  4th  Auctist,  1914  ;  allowed. 

'  '  to         '  '    —icontd.) 

(d)  Special  provisions  or  terms  of  any  contracts 
entered  into  between  the  Government  and  the  controlled 
owner  ; 

(e)  A  ny  exceptional  services  rendered  by  the  controlled 
owner  in  connection  ivith  the  controlled  establishment; 

(f)  Any  increase  in  salaries  or  other  emoluments  of 
any  persons  engaged  in  the  management  or  direction  of 
the  controlled  establishment  made  since  the  end  of  the 
sta7idard  period,  or  any  steps  tafien  since  the  end  of  that 
period  which  might  operate  to  decrease  net  profits  ; 

(g)  Generally  any  other  matter  which  may  appear 
to  the  Minister,  or  to  the  Referee,  as  the  case  may  he, 
material  to  be  taken  into  account. 

Any  such  adjustments  may  be  made  either  by  additions  to 

or  deductions  from  the  standard  amount  of  profits  or  by 

way  of  charges  or  disallowance  of  charges  against  profits 

for  the  period  of  assessment,     (Munitions  (Limitation  of 

Profits)  Rules,  1915,  No.  9.) 

Procedure  before  2nd  Procedure  from  2nd 

Aug.,  1917.  Aug.,  1917. 
In    ascertaining   or   deter-          Sections    (2)    and    (3)    of 
mining    net    profits    for    the  section     forty-nine     of     the 
final    period    of    assessment  Finance    Act,    1916    (which 
proper   adjustments   may   be  relate  to  the  recovery  of  pay- 
made  in  respect  of  the  whole  ments  in  respect  of  increased 
period  of  control  in  regard  to  directors*   fees),    shall   apply 
any    matters    referred    to    in  for  the  purposes  of  munitions 
Rule  9,  so  far  as  it  may  then  Exchequer  payments  as  they 
be  shown  that  sufficient  adjust-  apply    for    the    purposes    of 
ments  have  not  been  made  in  excess  profits  duty,  with  the 
regard  thereto  in  ascertaining  necessary  modifications, 
or  determining  net  profits  for  (Finance  Act,  1917,  s.  24  (4).) 
any  previous    period   or  pe- 
riods of  assessment.     (Muni- 
tions (Limitation  of  Profits) 
Rules,  1915,  No.  12.) 
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liSS.  Deduc-  Any  allowances  under  Rule 

M^ed.  9^  of  the  Rules  of  1915,  which 

—{cotud.)  fall  to  he  determined  in  rela- 

tion to  a  total  period  of  time 
ending  after  the  period  in 
respect  of  which  Munitions 
Exchequer  Payments  may 
he  assessed  and  to  bf 
apportioned,  shall  be  appor- 
tioned pro  rata  in  the  man- 
ner directed  in  Section  27  ^ 
of  the  Act  for  the  purpose  of 
ascertaining  the  allowance  to 
he  taken  into  account  in 
computing  Munitions  Ex- 
chequer Payments:  and  the 
reference  to  the  end  of  the 
period  of  control  in  Rule  9  (c)  * 
shall  be  construed  as  if  it 
were  a  reference  to  the  date 
at  which  allowance  for  excep- 
tional depreciation  and  obso- 
lescence under  Section  40  (3)^ 
of  the  Finance  {No.  2)  Act, 
1915  falls,  or  may  fall,  to  be 
finally  determined. 

Provided  that  upon  any 
such  final  determination,  any 
allowance  which  may  have 
been  provisionally  made  under 
the  said  Rule  9  and  appor- 
tioned in  respect  of  the  period 
ending  on  the  3\st  December, 
1916,  shall  he  revised  and 
the  appropriate  adjustment 
made  by  repayment  to  the 
Controlled  Owner  on  further 
payment  of  Munitions  Ex- 
chequer Payment  as  the  case 
may  require,  and  any  appeal 
may  be  made  as  respects  such 
adjustment  as  if  it  were  an 
assessment  of  Munitions  Ex- 
chequer Payments.  {Muni- 
tions Exchequer  Payment 
Rules,  1917,  No.  13.) 
1  Page  303.  2  pagg  338.         a  p^ge  165. 
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126.  The  Minister  of  Munitions  (or  the  Commissioners  128.  other 

estabhsh- 

of  Inland  Revenue  *)  or  the  Referee  may  permit  or  require  ments. 
the  profits  or  losses  of  any  other  establishments  belonging 
to  the  same  owner  to  be  brought  into  account  for  Muni- 
tions Levy  purposes.    Conversely,  a  part  only  of  an 
establishment  may  be  brought  into  account. 

Procedure  from  2nd 
Aug.,  1917. 

The  Commissioners  of  In- 
land Revenue^  may  require 
any  establishments  in  which 
the  same  person  has  a  con- 
trolling or  preponderating 
interest,  to  be  treated  as 
belonging  to  the  same  owner. 

If  in  any  case  it  appears  or  is  represented  to  the  Minister 
of  Munitions  that  the  net  profits  or  losses  of  all  or  any  other 
establishments  belonging  to  the  same  owner  should  be 
brought  into  account,  .  .  .  the  Minister  may,  if  he  thinks 
just,  allow  those  net  profits  or  losses  to  be  brought  into 
account. 

The  Minister  of  Munitions  may,  if  he  thinks  fit,  and 

shall,  if  the  owner  of  the  establishment  so  requires,  refer  the 

matter  to  be  determined  by  a  Referee  or  Board  of  Referees 

appointed  or  designated  by  him  for  the  purpose,  and  the 

decision  of  the  Referee  or  Board  shall  be  conclusive  on  the 

matter  for  all  purposes.     (Munitions  of  War  Act,  1915, 

s.  5  (3).) 

Procedure  from  2nd 

Aug.,  1917. 
For  the  purposes  of  sub- 
section (3)  of  section  five  of 
the  said  Act,^  any  establish- 
ments   in    which    the    same 

1  The  assessing  authority  from  the  passing  of  the  Finance 
Act,  1917.    (See  Rule  138.) 

»  Munitions  of  War  Act,  1915,  above. 

20—  i?6r> 
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j2e.  Other  person   has  a  controlling  or 

establish-  preponderating  interest  may, 

^^^ )  if  the  Commissioners  so  deter- 

mine, he  treated  as  belonging 
to  the  same  owner.  {Finance 
Act,  1917,  5.  24  (3).) 

127.  Periods       127.  Unlcss  it  is  directed  otherwise  by  the  Minister  of 

of  assess- 

ment.  Munitions  (or  the  Commissioners  of  Inland  Revenue)  ^, 

the  accounts  covering  any  period  of  assessment 
to  the  Munitions  Levy  are  to  be  made  up  similarly  (as 
regards  dates  and  basis)  to  those  for  the  standard 
period ; 

where  an  account  covers  a  controlled  period  and  a 
non-controlled  period,  the  profits  are  to  be  apportioned 
.    between  them  according  to  their  respective  lengths 
of  time  ; 

no  period  of  assessment  may  be  longer  than  one  year. 

The  Minister  (or  Commissioners)  ^  may  fix  the  opening 
and  closing  dates  of  a  period  whenever  it  is  considered 
necessary  to  do  so. 

(i)  The  accounts  in  respect  of  a  controlled  establishment 
for  any  financial  year  or  period  which  includes  a  period 
of  assessment  shall,  unless  the  Minister  otherwise  allows 
or  requires,  be  made  up  to  dates  corresponding  to  those  to 
which,  and  on  the  same  basis  as  nearly  as  may  be,  as  the 
accounts  in  respect  of  that  establishment  for  the  standard 
period  were  made  up. 

(ii)  Where  any  such  financial  year  or  period  is  greater 
than  the  period  of  assessment,  the  net  profits  for  the  period 
of  assessment  shall,  unless  the  Minister  otherwise  allows 
or  requires,  for  the  purposes  of  these  Rules,  be  taken  to  be 

»  See  Rule  138. 
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the  same  proportion  of  the  net  profits  for  the  financial  year  127.  Periods 
or  period  as  the  period  of  assessment  is  of  the  financial  ment. 
year  or  period. 

(iii)  Except  so  far  as  the  Minister  shall  otherwise 
expressly  declare  in  any  particular  case,  no  period  of 
assessment  shall  he  of  greater  length  than  one  year,  and  if 
and  whenever  the  Minister  shall  consider  it  necessary  so 
to  do  he  shall  fix  the  dates  at  which  any  period  of  assessment 
shall  he  deemed  to  commence  and  terminate.  (Munitions 
{Limitation  of  Profits)  Rules,  1915,  No.  7.) 


CHAPTER  XIX 

Levies  under  the  Munitions  of  War  Acts 

in  respect  of  Profits  arising  from  the 

Date  of  Control  to  31st  December,  1916 

(continued) 

MATTERS  REMITTED  TO  REFEREES^ — REFEREES* 
APPOINTMENT,  REMUNERATION,  ETC. — UNREASON- 
ABLE APPLICATIONS — INFORMATION  REQUIRED  BY 
MINISTER  OF  MUNITIONS  OR  COMMISSIONERS  OF 
INLAND  REVENUE — PROCEDURE — ASSESSMENTS — 
APPEALS — PAYMENT  AND  REPAYMENT — REGULA- 
TIONS— PENALTIES — ABROGATION  OF  CONFLICTING 
ACTS  AND  OBLIGATIONS. 

Note  as  regards  persons  assessable,  legal  forms  required, 
etc. 

Under  Regulation  3  of  the  Munitions  Exchequer 
Payments  Rules,  1917,  certain  provisions  of  the 
Income  Tax  Acts  applicable  to  Excess  Profits  Duty 
are  made  applicable  to  Munition  Levies  also  from 
July,  1917,  viz.— 


The  assessment  of  firms,  com- 
panies, infants,  lunatics,  resi- 
dents abroad  and  (by  inference) 
married  women. 

The  provision  of  forms  and 
validity  of  assessments  with 
minor  errors. 

308       ' 


Rules  10  and  113, 
pages  40  and  254. 

Rule  118, 
page  260. 
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128.  The  Minister  of  Munitions  (or  the  Commissioners  128.  Returns 

and 

of  Inland  Revenue)  ^  may  call  for  any  information  he  Accounts. 
(or  they)  may  desire  for  the  purposes  of  his  (or  their) 
powers  and  duties.  Such  audited  accounts  and  particu- 
lars as  may  be  required  with  a  view  to  determining  the 
standard  must  be  furnished  within  six  weeks  of  the 
requirement.  Similar  particulars  with  regard  to  every 
period  of  assessment  must  be  supplied  within  three  months 
from  the  end  of  that  period. 

Further  Rules  of 
Procedure  from  2nd 

Aug.,  1917. 
The  Commissioners  of  In- 
land Revenue  may  require 
returns  and  such  other  par- 
ticulars as  they  desire  to  be 
furnished  within  two  months. 
Officers  of  the  Commis- 
sioners may  make  use  of 
documents,  etc.,  furnished  in 
connection  with  Income  Tax, 
Excess  Profits  Duty  or 
Munitions  Levies. 

All  books  and  plant,  etc.,  may  be  examined  by  an 
accountant  nominated  by  the  Minister  (or  Commis- 
sioners); ^  the  Referee  is  required  to  determine  any 
difference  as  to  the  necessity  of  any  action  proposed 
in  this  connection  ;  any  notice  may  be  served  by 
registered  post. 

The  owner  of  any  establishment  in  which  persons  are 
employed  shall,  if  so  required  by  the  Minister  of  Munitions, 
give  to  the  Minister  such  information,  in  such  form  and 
in  such  manner,  as  the  Minister  may  require  as  to 

(d)  any  matters  with  respect  to  which  the  Minister 

1  Rule  138. 
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128.  Returns       may  dcsiTe  information  for  the  purpose  of  his  powers 
Accounts.  and  duties : 

— (contd.) 

and  the  Minister  may  arrange  with  any  other  Government 
department  for  the  collection  of  any  such  information. 
(Munitions  of  War  Act,  1915,  s.  11  (1).) 

Within  six  weefis  of  being  requested  by  the  Minister  so 
to  do  the  controlled  owner  shall  deliver  to  the  Minister  such 
audited  accounts  and  particulars  in  respect  of  the  controlled 
establishment  and  of  any  other  establishment  belonging 
or  partly  belonging  to  the  controlled  owner  as  the  Minister 
may  require.  (Munitions  (Limitation  of  Profits)  Rules, 
1915,  No.  5.) 

Within  three  calendar  months  of  the  expiration  of  any 
financial  year  or  period  covering  a  period  of  assessment 
the  controlled  owner  shall  deliver  to  the  Minister — 

(a)  A  udited  accounts  and  particulars  for  that  financial 
year  or  period  similar  to  those  relating  to  the  standard 
year  or  period  required  under  Rule  5  ;  ^ 

(b)  A  statement  setting  out  the  adjustments  (if  any) 
which  he  claims  should  be  made  in  the  accounts  so  deliv- 
ered in  respect  of  any  matter  to  which  due  consideration 
may  be  given  under  Rule  9,  ^  and  whether  he  requests 
any  addition  to  the  standard  amount  of  profits  under 
Rule  10;^ 

(c)  A  declaration  (which  if  so  required  by  the  Minister 
shall  be  a  statutory  declaration)  made  by  the  controlled 
owner  and  his  auditor  (or  in  the  case  of  the  controlled 
owner  being  an  incorporated  company,  by  the  chairman 
or  managing  director  or  the  responsible  officer  and  the 
auditor  of  the  company),  declaring  that  the  accounts 
are  prepared  strictly  in  accordance  with  Rule  7,*  except 
so  far  as  is  otherwise  expressly  therein  declared,  and 

1  Above.  3  Page  301. 

«  Page  303.  *  Page  307. 
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that  neither  the  controlled  owner  nor  such  officer  has  been  128.  Returns 

-^  and 

party  or  privy  to  any  transaction  which  might  operate  Accounts. 

to  prejudice  the  Exchequer  in  respect  of  excess  profits 

under  the   Act.     (Munitions    (Limitation  of    Profits) 

Rules,  1915,  No.  8.) 

Further  Procedure 
FROM  2Nn  Aug.,  1917. 
The  provisions  of  Section 
44  subsection  (1)  of  the 
Finance  (No.  2)  Act,  1915, » 
and  of  so  much  of  Section  44 
subsection  (2)  *  thereof  as 
relates  to  the  penalty  for 
failure  to  furnish  a  proper 
return  or  to  furnish  particu- 
lars in  compliance  with  any 
requirement  of  the  Commis- 
sioners, shall  apply  for  the 
purposes  of  Munitions  Ex- 
chequer Payments  as  they 
apply  for  the  purposes  of 
Excess  Profits  Duty  subject 
to  the  necessary  modifications 
and  without  derogation  of  the 
provisions  of  Rules  5,  8,  and 
14,  of  the  Rules  of  1915.*  Bttt 
no  Controlled  Owner  shall  be 
under  any  obligation  to  fur- 
nish to  the  Commissioners  any 
return  or  other  particulars  if 
and  so  far  as  he  satisfies  the 
Commissioners  that  he  has 
already  furnished  such  return 
or  particulars  to  the  Minister 
in  the  form  required  for  pur- 
poses of  assessment  of  Muni- 
tions Exchequer  Payments. 

Any  requirement  of  the 
Minister  made  before  the 
passing  of  the  Act,  and  not 

»  Page  312.         «  Page  258. 
»  Pages  310,  311  and  313. 
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128.  Returns  met  at  the  date  may  he  deemed 

J^Q^jj^g  to   he   a   requirement  by   the 

—{cotUdS  Commissioners.     {Munitions 

Exchequer   Payments   Rules, 
1917.  No.  5.) 

The  Commissioners  of  In- 
land Revenue  may,  for  the 
purposes  of  this  Part  of  this 
Act,  require  any  person  en- 
gaged in  any  trade  or  business 
to  which  this  Part  of  this  Act 
applies,  or  who  was  so  en- 
gaged during  any  accounting 
period  or  pre-war  trade  year, 
to  furnish  them  within  two 
months  after  the  requirement 
for  the  return  is  made,  with 
returns  of  the  profits  of  the 
trade  or  business  during  the 
accounting  period  or  pre-war 
trade  years  and  such  other 
particulars  in  connection 
with  the  trade  or  business  as 
the  Commissioners  may  re- 
quire. {Finance  {No.  2)  Act, 
1915.  s.  44  (1).) 

Any  officer  of  the  Commis- 
sioners may  for  any  purpose 
in  connection  with  the  assess- 
ment and  collection  of  Muni- 
tions Exchequer  Payments 
and  appeals  and  references 
thereon  make  use  of  any 
returns,  correspondence,  sche- 
dules, accounts,  statements  or 
other  documents  to  which  he 
has  had  or  may  have  lawful 
access  for  the  purposes  of 
Income  Tax  or  Excess  Profits 
Duty  or  which  may  have  been 
furnished  to  the  Minister  for 
the  purposes  of  Munitions 
Exchequer  Payments.  {Muni- 
tions Exchequer  Payments 
Rules,  1917,  No.  14.) 
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(i)  All  balance  sheets,  accounts  and  statements  relating  128.  Returns 
to  any  controlled  establishment  shall  be  subject  to  examina-  Accounts. 

— (contd.) 

Hon  by  an  accountant  nominated  by  the  Minister,  and  the 
controlled  owner  shall  at  all  reasonable  times  afford  to  such 
accountant  proper  facilities  for  inspecting  all  books, 
documents  and  records  relating  to  the  controlled  establish- 
ment or  any  other  establishment  belonging  or  partly 
belonging  to  the  controlled  owner,  which  may  be  necessary 
to  enable  such  accountant  properly  to  examine  and  check 
any  such  balance  sheets,  accounts  or  statements  and  shall 
afford  to  any  other  person  nominated  by  the  Minister  access 
to  and  proper  facilities  for  inspecting  any  plant,  stock  and 
other  assets  of  any  such  establishment  and  any  documents 
and  sources  of  information  which  may  be  necessary  for  the 
performance  of  his  duties,  and  the  controlled  owner  shall 
give  to  or  procure  for  the  said  accountant  all  accounts  and 
information  and  for  any  such  other  person  all  information 
which  may  be  necessary  for  such  purposes.  The  controlled 
owner  shall  at  all  times  furnish  to  the  Minister  or  to  the 
Referee  all  such  documents  and  information  as  they  may 
respectively  require  with  regard  to  the  controlled  establish- 
ment or  any  other  establishment  belonging  to  the  controlled 
owner. 

(ii)  If  any  question  shall  arise  as  to  whether  any  inspec- 
tion, extract  or  information  required  by  any  such  accountant 
or  such  other  person  under  this  Rule  is  necessary  for  any 
such  purpose,  the  matter  in  difference  shall  on  the  applica- 
tion of  either  party  thereto,  or  may  at  the  instance  of  the 
Minister,  be  referred  to  and  shall  be  determined  by  the 
Referee.  (Munitions  (Limitation  of  Profits)  Rules,  1915, 
No.  14.). 

129.  Procedure    is    outlined  as  follows  as    regards  12«.  Pro- 
cedure for 

assessments.  assessments. 
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129.  Pro- 
cedure for 
assessments. 
-icotUd.) 


Procedure  before  2nd 

Aug.,  1917. 
The  Minister  of  Munitions 
is  required  to  issue  notices  of 
proposals  as  regards  the 
amounts  to  be  taken  as  the 
standard  and  the  profits  of 
assessing  periods.  In  the 
absence  of  objection  within 
fourteen  days  the  amounts 
are  deemed  to  be  agreed. 


Procedure  from  2nd 
Aug.,  1917. 

The  Commissioners  of  In- 
land Revenue  are  required  to 
assess  the  levy  and  to  give 
notice  personally  or  by  post. 
They  may  make  additional 
assessments  within  three 
years  from  the  date  of  the 
first  assessment.  They  may 
assess  to  the  best  of  their 
judgment  when  no  return  is 
made  or  the  return  is 
considered  incorrect.  All 
amounts  agreed  between  the 
controlled  owner  and  the 
Minister  of  Munitions  are  to 
be  adopted  by  the  Commis- 
sioners, both  as  regards  the 
standard  and  any  allowance, 
etc. 

The  following  Regulations 
prescribed  by  the  Commis- 
sioners of  Inland  Revenue 
with  regard  to  Excess  Profits 
Duty  are  made  applicable, 
viz.,  No.  2  {page  251),  No.  3 
{page  251),  No.  4  {page  251), 
and  the  following  part  of 
No.  11:— 

The  Commissioners  of  In- 
land Revenue  may  make 
additional  assessments  in  any 
case  where  they  deem  it  neces- 
sary at  any  tim$  within  three 
years  from  the  date  of  the 
first  assessment. 

Where  any  agreement  exists 
between  the  Minister  and  the 
Controlled  Owner  as  to  the 
standard  amount  of  profits  or 
as  to  the  amount  of  any  allow- 
ance, adjustment  or  relief  to 
be  made  in  the  assessment  of 
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Munitions    Exchequer    Pay-   IM.  Pto*^ 
ments,    the    amount   of   such   assessments. 
standard,   allowance,  adjust-   -icontd.) 
ment  or  relief  shall  be  adopted 
by     the    Commissioners    for 
the    purpose   of    assessment. 
(Munitions  Exchequer  Pay- 
ment Rules,  1917,  No.  7.) 

130.  Procedure  is  outlined   as    follows    as    regards  J^^^J;^ 

appeals.  appeals. 


Procedure  before  2nd 

Aug..  1917. 
Objection  may  be  made 
within  14  days  of  the  notice 
and  in  the  event  of  con- 
tinued disagreement  the 
matter  may  be  remitted  to 
the  Referee  who  may  in- 
crease or  decrease  the 
amounts  proposed. 


Procedure  from  2nd 
Aug.,  1917. 

Objection  may  be  made 
within  30  days  of  the  notice. 
In  the  event  of  continued 
disagreement  the  matter  may 
be  remitted  for  decision  as 
follows. 

To  the  Minister  of  Muni- 
tions where  the    ground  is 

(a)  the  non-allowance  by  the 
Commissioners  of  a  stand- 
ard other  than  that  com- 
puted in  the  normal  man- 
ner [Rule  122)  or  the  in- 
accuracy of  such  standard; 

(b)  the  absence  or  insuffi- 
ciency of  allowance  under 
Rule  125,  iii,  v,  vi  or  vii, 
or  Rule   123; 

(c)  the  departure  by  the 
Commissioners  from  any 
agreement  made  with  the 
Minister: 

To  the  Referee: 

(d)  in  cases  under  (a),  (6)  or 
(c)  where  objection  to  the 
Minister's  decision  is  ex- 
pressed within  30  days; 

{e)  in  other  cases  of  objec- 
tion. 
A  case  may  be  taken  to  the 
High  Court  on  a  question  of 
law. 
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180.  Pro-  A  s  soon  as  may  be  after  the 

cedure  for  receipt  by  the  Minister  of  the 
^^miad.)  accounts  and  particulars  re- 
ferred to  in  Rule  5,*  or  where 
any  controlled  owner  has 
failed  to  supply  the  Minister 
with  the  same  or  any  of  them 
within  the  time  appointed, 
then  as  soon  as  may  be  there- 
after the  Minister  shall  deliver 
to  the  controlled  owner  notice 
of  the  amount  at  which  the 
Minister  is  prepared  to  agree 
the  standard  amount  of  profits, 
and  unless  within  fourteen 
days  thereafter  the  controlled 
owner  shall  serve  upon  the 
Minister  notice  of  objection, 
the  said  amount  shall  be 
deemed  to  have  been  agreed 
and  to  be  the  stayidard  amount 
of  profits.  If  objection  shall 
be  so  served  and  the  Alinister 
and  the  controlled  owner  are 
unable  to  settle  the  standard 
amount  of  profits  by  agree- 
ment, the  matter  shall  be 
remitted  by  the  Minister  to 
the  Referee  for  determination. 
The  amount  which  the 
Referee  shall  thereupon  deter- 
mine shall  be  deemed  to  be 
the  standard  amount  of  profits 
ivhether  the  amount  so  deter- 
mined be  greater  or  less  than 
the  amount  which  the  Minister 
was  prepared  to  agree  as  afore- 
said. {Munitions  (Limitation 
of  Profits)  Rules,  1916.  No.  6.) 
As  soon  as  may  be  after  the 
receipt  by  the  Minister  of 
the  accounts  and  particulars 
referred  to  in   Rule  8^    and 


1  Page  310. 
*  Page  303. 


*  Page  311, 
6  Page  215. 


Where  the  controlled  owner 
is  aggrieved  by  any  assessment 
of  Munitions  Exchequer  Pay- 
ments made  upon  him  by  the 
Commissioners  on  the  ground 

(a)  that  the  standard  amount 
of  profits  fixed  by  the  Com- 
missioners should  have 
been  fixed  under^  Section  5 
(3)  of  the  Munitions  of 
War  Act,  1915,  as  amended 
by  any  later  enactment,  and 
has  not  been  so  fixed,  or 
if  fixed  under  that  sub- 
section is  erroneous, 

(b)  that  no  allowance  or 
adjustment  or  no  sufficient 
allowance  or  adjustment 
has  been  made  under  Rule 
9  (d)  (e)  (f)  or  (g)*  or 
Rule  10^  of  the  Rules  of 
1915,  as  amended  by  the 
Munitions  Rules,  1917,  or 

(c)  that  the  Commissioners 
have  not  given  due  effect 
to  any  agreement  which  has 
been  reached  between  the 
Minister  and  controlled 
owner  as  to  the  amount  of 
any  allowance,  adjustment 
or  relief  to  be  made  in  the 
assessment  of  the  Muni- 
tions Exchequer  Payments, 

the  controlled  owner  may 
within  thirty  days  after  ser- 
vice of  the  notice  of  assessment 
give  notice  of  objection  to  the 
officer  of  the  Commissioners 
named  in  that  notice,  stating 
the  ground  of  his  objection 
and  the  amendment  required, 
and,  unless  the  objection  is 

*  Page  299. 
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such  other  accounts  and  par- 
ticulars as  the  Minister  may 
have  required,  or  where  any 
controlled  owner  has  failed  to 
supply  the  Minister  with  the 
same  or  any  of  them  within 
the  time  appointed,  then  so 
soon  as  may  he  thereafter  the 
Minister  shall  deliver  to  the 
controlled  owner  notice  of  the 
amount  at  which  the  Minister 
is  prepared  to  agree  the  net 
profits  for  the  period  of  assess- 
ment, and  unless  within  four- 
teen days  thereafter  the  con- 
trolled owner  shall  serve  upon 
the  Minister  notice  of  objec- 
tion, the  said  amount  shall 
he  deemed  to  have  been  agreed 
and  to  be  the  net  profits  for 
such  period  of  assessment. 
If  objection  shall  be  so  served 
and  the  Minister  and  the 
controlled  owner  are  unable 
to  settle  such  net  profits  by 
agreement,  the  matter  shall  he 
remitted  by  the  Minister  to  the 
Referee  for  determination. 

The  amount  which  the 
Referee  shall  thereupon  deter- 
mine shall  he  deemed  to  be 
the  net  profits  for  such  period 
of  assessment,  whether  the 
amount  so  determined  he 
greater  or  less  than  the  amount 
which  the  Minister  was  pre- 
pared to  agree  as  aforesaid. 
{Munitions  {Limitation  of 
Profits)  Rules,  1915,  No. 
11.) 

(ii)  The  Minister  shall, 
when  delivering  to  the  con- 
trolled owner  notice  of  the 
amount  at  which  the  Minister 
is  prepared  to  agree  the  net 


disposed  of  by  agreement,  the  ^Vi.  Pro- 
matter  shall  be  referred  by  the  cedure  for 
Commissioners  for  the  opin-  !E^jJ^.) 
ion  of  the  Minister  to  whose 
decision  thereon  the  Commis- 
sioners shall  give  effect,  ff 
the  controlled  owner  is  dis- 
satisfied with  the  decision  of 
the  Minister  in  any  matter 
referred  to  in  paragraphs  (a), 
(b),  or  (c)  of  this  Rule,  in 
which  an  appeal  to  the 
Referee  is  allowed  under 
Rule  6  of  the  Rules  of  1915, 
or  under  paragraphs  (d),  (e), 
(1)  or  (g)  of  Rule  9  of  the 
Rules  of  1915,  or  under  Rule 
10  o/  those  Rules  as  amended 
by  the  Munitions  Rules,  1917, 
and  within  thirty  days  after 
notice  from  the  Commis- 
sioners of  such  decision  gives 
notice  to  the  Commissioners 
that  he  requires  the  matter  to 
be  referred  to  the  Referee,  the 
Commissioners  shall  refer  the 
matter  to  the  Referee,  whose 
decision  shall  he  final  and 
conclusive.  {Munitions  Ex- 
chequer Payments  Rules, 
1917,  No.  8.) 

(i)  Where  the  controlled 
owner  is  aggrieved,  on  any 
ground  on  which  an  appeal 
to  the  Referee  is  allowed  under 
the  Rules  o/  1915,  as  amended 
by  the  Munitions  Rules,  1917, 
other  than  those  specified  in 
Rule  8,  by  an  assessment  of 
Munitions  Exchequer  Pay- 
ments made  on  him  by 
the  Commissioners,  he  may, 
within  thirty  days  after  ser- 
vice of  the  notice  of  assess- 
ment, give  notice  of  objection 
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130.  Pro- 
cedure for 
appeals. 
—(contd.) 


profits  for  any  period  of 
assessment  to  which  this  Rule 
applies,  state  the  sum  which 
the  Minister  has  decided  shall 
be  added  under  this  Rule  to  the 
standard  amount  of  profits. 

If  the  controlled  owner 
when  serving  on  the  Minister 
notice  of  objection  to  the 
amount  at  which  the  Minister 
is  prepared  to  agree  such  net 
profits,  shall  also  serve  notice 
that  he  objects  to  the  sum 
which  the  Minister  has  de- 
cided is  to  be  added  under  this 
Rule  to  the  standard  amount 
of  profits,  the  Referee,  in 
determining  the  net  profits  for 
the  said  period  of  assessment, 
shall  have  the  like  power  to 
that  conferred  upon  the 
Minister  by  this  Rule  and 
the  sum  {if  any)  added  by  the 
Referee  to  any  standard 
amount  of  profits  under  this 
Rule  may  be  greater  or  less 
than  the  sum  which  the 
Minister  decided  was  to  be 
added  thereto.  {Munitions 
{Limitation  of  Profits)  Rules, 
1915,  No.  10  (ii).) 

Rule  \0  of  the  principal 
Rules  shall  be  read  and  have 
effect  as  if  the  following  pro- 
visions had  been  contained 
therein  in  lieu  of  the  pro- 
visions of  paragraph  (ii) 
thereof  {that  is  to  say) — 

"  The  Minister  shall,  when 
delivering  to  the  controlled 
owner  notice  of  the  amount  at 
which  the  Minister  is  pre- 
pared to  agree  the  net  profits 

1  Page  256. 


to  the  officer  of  the  Commis- 
sioners named  in  the  notice 
of  assessment  stating  the 
ground  of  his  objection  and 
the  amendment  required,  and 
unless  the  appeal  is  otherwise 
disposed  of  by  agreement 
between  the  controlled  owner 
and  the  Commissioners,  the 
notice  shall  be  referred  by  the 
Commissioners  to  the  Referee, 
who  shall  thereupon  deter- 
mine the  assessment  at  an 
amount  which  may  be  greater 
or  less  than  the  amount  stated 
in  the  notice  of  assessment. 
Nothing  herein  shall  entitle 
the  controlled  owner  to  appeal 
as  respects  the  standard 
amount  of  profits  if  such 
standard  has  been  agreed  or 
is  deemed  to  have  been  agreed 
with  the  Minister  prior  to  the 
passing  of  the  Act. 

(ii)  The  provision  con- 
tained in  the  third  paragraph 
of  subsection  (5)  ^  of  Section 
45  of  the  Finance  {No.  2) 
Act,  1915,  shall  apply  in  the 
case  of  appeal  under  this  rule 
as  it  applies  in  the  case  of  an 
appeal  under  that  Section. 
{Munitions  Exchequer  Pay- 
ments Rules,  1917,  No.  9.) 
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for  any  period  of  assessment  180.  pto- 

to  which   this  Rule  applies,  a?j^ah*°' 

state     the     sum     which     the  —{contd.) 

Minister  has  decided  shall  he 

added  under  this  Rule  to  the 

standard  amount  of  profits, 

and  in  cases  where  such  sum 

is  in  respect  of  any  additional 

volume  of  output  the  measure 

of  output  in  terms  of  which 

the    Minister    has    computed 

such  additional  volume. 

"  The  controlled  owner  may 
within  fourteen  days  after 
delivery  to  him  of  notice  of  the 
amount  at  which  the  Minister 
is  prepared  to  agree  such  net 
profits  serve  notice  on  the 
Minister  that  he  objects  to  the 
sum  which  the  Minister  has 
decided  is  to  he  added  under 
this  Rule  to  the  standard 
amount  of  profits  on  the 
ground  that  the  amount  which 
the  Minister  has  taken  to  he 
the  amount  of  the  additional 
average  capital  is  less  than 
the  actual  amount,  or  thai 
some  other  measure  of  output 
should  have  heen  adopted  for 
computing  the  volume  of  such 
additional  output,  and  if  the 
Minister  and  the  controlled 
owner  are  unable  to  agree 
upon  the  amount  of  addi- 
tional average  capital  or  the 
measure  of  output  in  terms 
of  which  the  additional  volume 
of  output  should  he  computed, 
the  matter  in  difference  shall 
he  remitted  by  the  Minister  to 
the  Referee  for  determination. 
The  amount  of  any  additional 
average  capital  or  the  measure 
of  output  in  terms  of  which 
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180.  Pro- 
cedure for 
appeals. 
—iamtd.) 


181.  Tem- 
porary rules. 


any  additional  volume  of  out- 
put is  to  he  computed  as 
determined  by  the  Referee 
may  be  such  as  to  result  in 
the  addition  to  the  standard 
amount  of  profits  of  a  greater 
or  less  sum  than  the  sum 
which  the  minister  decided 
was  to  be  added  thereto.'' 
{Munitions  {Limitation  of 
Profits)  A  mendment  Rules, 
1917.  No.  4.) 

Any  notice  or  other  document  required  by  these  Rules 
to  be  served  or  delivered  may  he  sent  through  the  post 
properly  addressed  in  a  prepaid  registered  letter,  and  unless 
the  contrary  is  proved,  shall  he  deemed  to  have  been  served 
or  delivered  in  the  ordinary  course  of  post.  {Munitions 
(Limitation  of  Profits)  Rules,  1915,  iVo.  18.) 

131.  Temporary  rules  of  procedure  were  drawn 
up  as  regards  assessments  made  by  the  Minister  of 
Munitions  but  not  collected  at  the  time  (2nd  Aug.,  19 17) 
of  the  transfer  of  jurisdiction  to  the  Commissioners 
of  Inland  Revenue  :  ^ 

These  rules  were  of  temporary  importance  and  are 
clearly  set  out  in  the  following  Regulations  (Rules 
6  and  10). 

(i)  //  at  the  time  of  the  commencement  of  the  Act  any 
Munitions  Exchequer  Payments  have  been  assessed  by  the 
Minister,  hut  have  not  been  collected,  the  Commissioners 
shall  serve  on  the  controlled  owner  a  notice  stating  the 
amount  of  the  Munitions  Exchequer  Payments  so  assessed, 
the  amount  of  the  Munitions  Exchequer  Payments  re- 
maining to  he  paid,  and  the  manner  in  which  such  amount 
is  to  be  paid;  and  such  Munitions  Exchequer  Payments 

1  Rule  138. 
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remaining  to  be  paid  shall  be  payable  by  such  owner  on  or  18L  Tem- 
before  the  date  specified  in  the  notice,  provided  that  such  —{contd.) 
date  shall  be  at  least  twenty-eight  days  from  the  date  when 
the  payments  were  assessed  by  the  Minister. 

(ii)  A  ny  such  notice  may  be  served  on  the  controlled  owner 
in  like  manner  as  a  notice  of  assessment  may  be  served. 

(iii)  For  the  purposes  of  these  Rules  Munitions  Exchequer 
Payments  shall  be  deemed  to  have  been  assessed  by  the 
Minister  on  the  date  of  service  of  the  notice  by  the  Minister 
under  Rule  \\^  of  the  Rules  of  1915,  of  the  amount  at  which 
the  Minister  is  prepared  to  agree  the  net  profits  for  the 
period  of  assessment  and  a  certificate  from  the  Minister 
that  such  notice  has  been  given  shall  be  sufficient  proof  of 
such  assessment. 

Provided  that  any  sum  that  has  been  required  by  the 
Minister  to  be  paid  provisionally  for  the  credit  of  the 
Exchequer  under  Rule  13*  of  the  Rules  of  1915,  shall  be 
deemed  for  the  purposes  of  these  Rules  to  be  Munitions 
Exchequer  Payments  assessed  by  the  Minister  on  the  date 
on  which  the  notice  requiring  such  provisional  payment  was 
served.  (Munitions  Exchequer  Payment  Rules,  1917,  No.  6.) 

Where  the  controlled  owner  is  aggrieved  at  the  amount 
of  any  Munitions  Exchequer  Payments  assessed  before  the 
commencement  of  the  Act  but  not  then  collected,  on  any 
ground  on  which  an  appeal  to  the  Referee  is  allowed  under 
the  Rules  of  1915,  as  amended  by  the  Munitions  Rules, 
1917,  he  may  give  notice  of  objection  or  appeal  to  the  Com- 
missioners as  if,  and  within  such  time  as  if,  the  notice 
required  by  these  Rules  to  be  given  as  to  the  amount 
remaining  to  be  paid  were  a  notice  of  assessment,  and  the 
Commissioners  shall  deal  with  such  notice  of  objection  or 
appeal  as  if  it  were  a  notice  under  Rule  8  or  9*  of  these 
Rules  as  the  case  requires,  but  the  Minister  or  the  Referee 
1  Page  317.  «  Page  325.  »  Pages  231  and  232. 

21— (1567) 
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131.  Tern-      if  such  fioHce  be  referred  to  him  may,  if  he  sees  fit,  decline 

^SJ"  ^^*  to  consider  the  objection  or  appeal  if  he  is  of  opinion  that 

the  controlled  owner  had  full  opportunity  of  giving  notice 

of  objection  before  the  commencement  of  the  Act  and  ought 

to  have  availed  himself  of  that  opportunity. 

Provided  that  if  at  the  time  of  the  commencement  of  the 
Act  such  a  notice  of  objection  had  been  duly  given  but  had 
not  been  determined  (or  if  notice  of  objection  is  given  within 
the  time  prescribed  but  between  the  time  of  the  passing  of 
the  Act  and  the  issue  of  the  notice  under  Rule  6  of  these 
Rules)  it  shall  be  dealt  with  by  the  Commissioners  as  if  it 
were  a  notice  of  objection  or  appeal  under  the  Rules  to  an 
assessment  made  by  them.  (Munitions  Exchequer  Payment 
Rules,  1917,  No.  10.) 

It  should  be  noted  that  matters  which  have  been 
agreed  upon  by  the  controlled  owner  and  the 
Minister  may  not  be  reopened  (Rule  129),  also  that 
notice  of  appeals  on  other  matters  must  be  given 
within  the  times  prescribed. 

M8.  1 32.  Two  members  of  a  Board  of  Referees  (appointed 

Referees.  '^  \    *  r 

by  the  Minister  of  Munitions)  may  constitute  a  quorum. 
Any  decision  given  is  conclusive  (but  see  Rule  130). 
Provision  is  made  for  the  remuneration  of  Referees, 
and  for  the  controlled  owner  to  bear  the  cost  of  an 
unreasonable  application  to  the  Referees  as  regards 

(a)  the  inclusion  of  the  profits  or  losses  of  other 
concerns  in  the  same  ownership  (Rule  126); 

(b)  the  substitution  of  a  standard  other  than  that 
computed  in  the  normal  manner  (Rule  122). 

In  the  event  of  a  Board  of  Referees  being  appointed  or 
designated  by  the  Minister  under  the  Act,  two  members 
of  the  Board  shall  constitute  a  quorum.  (Munitions 
(Limitation  of  Profits)  Rules,  1915,  No.  16.) 
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The  decision  of  the  Referee  on  any  matter  referred  to  ^^^^^ 
him  shall  he  conclusive  on  the  matter  for  all  purposes.  — <«>»^) 
(Munitions  {Limitation  of  Profits)  Rules,  1915,  No,  17.) 

There  shall  be  paid  out  of  moneys  provided  by  Parlia- 
ment to  any  person  being  a  member  of  an  arbitration 
tribunal,  munitions  tribunal,  or  board  of  referees  under 
this  Act,  or  being  a  referee  under  this  Act,  and  to  any 
other  officers  required  in  connection  with  any  such  tribunal 
or  board,  such  remuneration  and  travelling  or  other  expenses 
(including  compensation  for  loss  of  time)  as  the  Minister  of 
Munitions  or  Board  of  Trade,  as  the  case  may  be,  with 
the  sanction  of  the  Treasury  may  determine.  (Munitions 
otWarAct,\^\S,s.  13.) 

Where  a  munitions  tribunal  dismisses  any  case  under 
the  principal  Act  or  this  Act,  and  it  appears  to  the  tribunal 
that  the  proceedings  were  vexatious  or  frivolous,  the  tribunal 
shall,  unless  it  sees  good  cause  to  the  contrary,  award  costs 
to  the  person  against  whom  the  complaint  is  made,  and  the 
costs  so  awarded  shall,  unless  good  cause  to  the  contrary 
appears,  include  such  sum  as  compensation  for  the  expenses , 
trouble,  and  loss  of  time  incurred  in  or  incidental  to  tJie 
attendance  of  the  person  against  whom  the  complaint  is 
made  before  the  tribunal  as  to  the  tribunal  may  seem  just 
and  reasonable.  (Munitions  of  War  (Amendment)  Act, 
1916,  s.  22  (1).) 

Where  a  Referee  or  Board  of  Referees  to  whom  a  matter  • 
has,  under  subsection  (3)  of  section  five  of  the  principal 
Act,  been  referred  by  the  Minister  of  Munitions  on  the 
requirement  of  the  owner  of  an  establishment,  considers 
that  the  requirement  was  unreasonable,  the  Referee  or  Board 
of  Referees  may  order  that  any  costs  payable  by  the  owner 
of  the  establishment  shall  be  paid  out  of  the  amount  of  profits 
divisible  under  the  principal  Act.     (s.  22  (2). ) 
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132. 

Rtfireei5. 

—{corUd.) 


188.  Pro- 
cedure for 
payment. 


133.  Procedure  as  regards 
Procedure  before  2nd 

Aug..  1917. 
Payment  must  be  made 
within  14  days  of  the  deter- 
mination of  the  amount  pay- 
able, unless  an  extension  of 
time  is  allowed  by  the 
Minister  of  Munitions.  The 
Minister  may  require  a  pro- 
visional payment  to  be  made 
before  the  liability  is  deter- 
mined. Repayment  is  to  be 
made  if  necessary  to  give 
effect  to  Rule  125  {procedure 
before  2nd  A  ug.) . 

(i)  Any  excess  of  the  net 
profits  of  any  controlled  estab- 
lishment for  any  period  of 
assessment  over  the  amount 
thereof  divisible  under  the 
Act  as  ascertained  or  deter- 
mined in  accordance  with  the 
Act  and  these  Rules  shall  be 
paid  to  the  Minister  for  the 
credit  of  the  Exchequer  by  the 

1  Page  256. 


Any  matter  which,  under 
these  Rules,  is  to  be  referred 
to  the  Minister  or  the  Referee 
may  be  so  referred  by  the 
transmission  by  the  Commis- 
sioners to  the  Minister  or  the 
Referee,  as  the  case  may  be, 
of  the  notice  of  objection  or 
appeal  or  a  copy  thereof 
together  with  any  particulars 
relating  to  the  matter  which 
may  appear  to  the  Commis- 
sioners necessary  for  the  hear- 
ing of  the  objection  or  appeal. 
[Munitions  Exchequer  Pay- 
ments Rules,  1917.  No.  11.) 

payment — 

Procedure  from  2nd 
Aug..  1917. 

Payment  must  be  made 
within  2  months  of  the  date 
of  assessment.  The  Levy 
is  recoverable  as  a  debt  due 
to  the  Crown,  and  also,  if 
less  than  ^£50,  summarily  as 
a  civil  debt.  It  is  payable 
notwithstanding  that  any 
appeal  or  reference  is  being 
made,  but  repayment  must 
be  made  subsequently  to  give 
effect  to  any  decision. 

The  Commissioners  of  In- 
land Revenue  may  permit 
payment  by  instalments. 
They  may  accept  deposits  to 
meet  payments  becoming  due 
thereafter,  and  allow  interest 
thereon. 

The  provisions  of  Section 
45  subsection  (6)  *  of  the 
Finance  {No.  2)  Act,  1915, 
shall    apply     to    Munitions 
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controlled  owner  within  jour- 
teen  days  after  the  amount  of 
such  excess  has  been  ascer- 
tained or  determined,  or  in  any 
special  circumstances  within 
such  extended  time  as  the  Min- 
ister may  allow,  and  the  Min- 
ister may  make  such  allow- 
ance on  such  terms  as  he  shall 
in  each  case  think  proper. 

(ii)  //  in  the  opinion  of  the 
Minister  a  substantial  sum 
will  be  payable  to  the  Minis- 
ter for  the  credit  of  the 
Exchequer  as  the  excess  of  the 
net  profits  of  any  controlled 
establishment  for  any  period 
of  assessment,  then  notwith- 
standing that  the  amount  of 
such  net  profits  has  not  been 
ascertained  or  determined  the 
Minister  may,  after  the  ex- 
piration of  the  period  fixed 
by  Rule  8  *  for  the  delivery  of 
accounts,  require  provisional 
payment  to  be  made  to  him  for 
the  credit  of  the  Exchequer  on 
account  of  such  excess  in  such 
manner  as  he  shall  direct  and 
payment  shall  be  made  by  the 
controlled  owner  accordingly. 

(iii)  //  on  making  any  such 
adjustments  as  are  provided 
for  by  Rule  12,  ^  it  shall  be 
shown  that  a  controlled  owner 
has  paid  to  the  Minister  for 
the  credit  of  the  Exchequer 
more  than  having  regard  to 
such  adjustments  he  should 
have  paid,  the  Minister  shall 
on  the  application  of  the  con- 
trolled owner  refund  to  him 
the  amount  so  overpaid. 
{Munitions  {Limitation  of 
Profits)  Rules,  1915,  No.  13.) 

1  Page  311.  2  Page  303 


Exchequer  Payments  which  are   las.  Pro- 
the  subject  of  any  objection,   "^"^J^ 
rejerence   or  appeal  as   they  —{contd.) 
apply  to  Excess  Profits  Duty 
which  is  the  subject  of  appeal 
under  that  Section.     {Muni- 
tions    Exchequer     Payments 
Rules,  1917,  No.  12.) 

By  the  Schedule  to  the 
Munitions  Exchequer  Pay- 
ment Rules,  1917,  the  fol- 
lowing enactments  are  made 
to  apply — 

Finance    No.    (2)    Act, 

1915.5.45(1).     Page  164. 
Finance    {No.    2)    Act, 

1915,5.45(3).     Page  164. 
Finance  Act,  1916,  5.  54. 

Page  165. 

Any  sum  deposited  for  the 
purpose  of  satisfying  Muni- 
tions Exchequer  Payments  or 
Excess  Profits  Duty  may  be 
applied  in  satisfaction  of 
either  or  both  charges.  {Muni- 
tions Exchequer  Payment 
Rules,  1917,  No.  15.^ 
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184.  Reguia-  134.  The  Minister  of  Munitions  has  made  regulations 
under  date  15th  September,  1914,  and  amended  regula- 
tions under  date  30th  March,  1917,  duly  presented  to 
Parliament.  The  Commissioners  of  Inland  Revenue^ 
have  made  regulations  under  date  3rd  August,  19 17* 

The   Regulations  in  question   appear  in   proper 

place  in  Chapters  XVIII   to  XX.     The   following 

matter  shows  the  form  of  the  Regulations,  the  place 

in  which  each  Regulation  appears  in  this  book,  and 

the   text   of  such   Regulations   as   have  no   place 

elsewhere. 

• 

The  Minister  of  Munitions  may  make  rules  for  carrying 

the  provisions  of  this  section  into  effect,  and  these  rules 
shall  provide  for  due  consideration  being  given  in  carrying 
out  the  provisions  of  this  section  as  respects  any  establish- 
ment to  any  special  circumstances  such  as  increase  of 
output,  provision  of  new  machinery  or  plant,  alteration  of 
capital  or  other  matters  which  require  special  consideration 
in  relation  to  the  particular  establishment.  (Munitions 
of  War  Act,  1915,  s.  5  (4).) 

RULES  MADE  BY  THE  MINISTER  OF  MUNITIONS 
IN  PURSUANCE  OF  SECTION  5  (4)  OF  THE 
MUNITIONS  OF  WAR  ACT,  1915,  WITH  RE- 
SPECT TO  THE  LIMITATION  OF  PROFITS  OF 
A  CONTROLLED  ESTABLISHMENT. 

The  Minister  of  Munitions  in  pursuance  of  Section  2 
of  the  Rules  Publication  Act,  1893,  hereby  certifies  that  on 
account  of  urgency  it  is  desirable  that  the  following  Rules 
should  come  into  immediate  operation,  and  he  therefore 

1  See  Rule  138. 


LEVIES   UNDER   THE   MUNITIONS   OF   WAR  ACTS      327 

in  pursuance  of  the  above  Section  and  Section  5,  suh-  IM-  Reguia- 

'  '  •  tioiis. 

section  4,  of  the  Munitions  of  War  Act,   1915,  hereby  —icontd-) 
makes  the  following  Rules,  to  come  into  operation  forthwith 
as  Provisional  Rules — 

1.  These  Rules  may  be  cited  as  "  The  Munitions 
{Limitation  of  Profits)  Rules,  1915." 

2.  In  these  Rules,  unless  the  context  otherwise  requires — 
'*  The  Act"  means  the  Munitions  of  War  Act,  1915. 

"  The  Minister  "  means  the  Minister  of  Munitions  for 
the  time  being. 

"  Controlled  Establishment  "  means  an  establishment  or 
part  of  an  establishment  in  respect  of  which  an  order  has 
been  made  by  the  Minister  pursuant  to  Section  4  of  the  Act. 

"  Controlled  Owner  "  means  the  company,  firm,  or  person 
by  whom  a  controlled  establishment  is  for  the  time  being 
owned  or  managed. 

"  Period  of  Assessment "  means  any  period  within  the 
period  of  control  for  which  profits  are  to  be  ascertained  for 
the  purposes  of  the  Act. 

"  Period  of  Control  "—see  Rule  120,  page  297. 

"  Standard  Period  "  means  the  two  financial  years  of 
a  controlled  establishment  completed  next  before  the  4th 
August,  1914. 

"  Standard^  Amount  of  Profits  "  means  the  average  of 
the  amount  of  the  net  profits  of  a  controlled  establishment 
for  the  standard  period  ascertained  or  determined  in 
accordance  with  the  Act  and  these  Rules,  or  a  proportionate 
part  thereof. 

"  The  Referee "  means  the  Referee  or  the  Board  of 
Referees  referred  to  in  Section  5  (3)  of  the  Act. 

"  Audited  "  means  audited  by  a  chartered  or  incorporated 

^  See  Regulation  3  on  page  329,  however. 
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184.  Reguia-  accountafit  or  by  an  accountant  approved  in  any  particular 
—imtod.)       case  by  the  Board  of  Trade. 

3.  The  Interpretation  Act,  1889,  shall  apply  for  the 
purpose  of  the  interpretation  of  these  Rules  as  it  applies 
for  the  purpose  of  the  interpretation  of  an  Act  of 
Parliament. 

Net  Profits  of  a  Controlled  Establishment 

4.  Definition  of  "  net  profits  "  (page  291). 

Standard  Amount  of  Profits 

5.  Accounts  for  the  determination  of  a  standard 
(page  310). 

6.  The  determination  of  the  standard  (page  316). 

Net  Profits  for  a  Period  of  Assessment 

7.  Periods  of  assessment  (page  307). 

8.  Periods  of  assessment  —  information  required 
(page  311). 

9.  special  adjustments  (page  303). 

10.  Increased  capital  or  output  (pages  301  andSlS). 

11.  The  determination  of  net  profits  (page  317). 

12.  The  determination  of  net  profits — final  period 
(page  303). 

13.  Payment  to  the  Exchequer  (page  325). 

General 

14.  Examination  of  books,  plant,  etc.  (page  313). 

15.  Any  time  limited  by  these  Rules  may  be  extended 
by  the  Minister  from  time  to  time  and  that  notwithstanding 
that  the  time  limited  has  expired. 

16.  Two  Referees  to  constitute  a  quorum  (page  322). 

17.  Referees'  decisions  final  (page  323). 


LEVIES   UNDER   THE   MUNITIONS  OF   WAR  ACTS      329 

18.  Service  of  notice  by  registered  post  {page  320).  134.  Reguia- 

19.  Failure  to  comply  with  Rules  an  offence  (page  334).  —{co'ntd.) 

20.  These  Rules  shall  come  into  force  on  the  fifteenth 
day  of  September,  1915. 

Signed  by  order  of  the  Minister  of  Munitions  this 
fifteenth  day  of  September,  1915. 

[Signed)  H.  Llewellyn  Smith, 
General  Secretary  to  the  Ministry  of  Munitions, 
Ministry  of  Munitions, 

6,  Whitehall  Gardens,  S.W. 

RULES  MADE  BY  THE  MINISTER  OF  MUNITIONS 
IN  PURSUANCE  OF  SECTION  5  (4)  OF  THE 
MUNITIONS  OF  WAR  ACT.  1915. 

The  Minister  of  Munitions,  in  pursuance  of  Section  5, 
subsection  (A),  of  the  Munitions  of  War  Act,  1915,  hereby 
makes  the  following  Rules — 

1.  These  Rules  may  be  cited  as  "  The  Munitions 
(Limitation  of  Profits)  Rules,  1915  (Amendment)  Rules, 
1917,"  and  the  Munitions  (Limitation  of  Profits)  Rules, 
1915  (in  these  Rules  referred  to  as  "  the  principal 
Rules  "),  as  amended  by  these  Rules  may  be  cited  as 
"  The  Munitions  (Limitation  of  Profits)  Rules,  1915  and 
1917." 

2.  Except  as  hereinafter  provided,  expressions  to 
which  meanings  are  assigned  by  the  principal  Rules 
have  in  these  Rules  the  same  respective  meanings,  and 
Rule  3  of  the  principal  Rules  shall  apply  with  respect 
to  these  Rules. 

3.  In  and  for  the  purposes  of  the  principal  Rules  as 
amended  by  these  Rules,  the  expression  "  Standard 
Amount  of  Profits  "  shall,  notwithstanding  anything  in 
the  principal  Rules,  mean  the  average  of  the  amount  of 


tious 
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134.  Reguia-       tJic  fict  profits  of  a  Controlled  establishment  for  the  standard 
{contd.)  period  ascertained  or  determined  in  accordance  with  the 

Act  and  the  principal  Rules  or  any  amount  substituted 
for  such  average  pursuant  to  Section  5  (3)  of  the  Act,  as 
amended  by  Section  19  o/  the  Munitions  of  War  {Amend- 
ment) Act,  1916,  or  a  proportionate  part  of  such  average 
or  amount  as  the  case  may  require. 

4.  Procedure  as  regards  assessment.     (Page  320.) 

5.  These  Rules  shall  come  into  force  on  the  30th  day 
nf  March,  1917. 

(Signed)  Edmund  Phipps, 
General  Secretary. 

RULES  DATED  3rd  AUGUST,  1917,  MADE  BY  THE 
COMMISSIONERS  OF  INLAND  REVENUE 
UNDER  SECTION  24  OF  THE  FINANCE  ACT, 
1917.1 

1 .  These  Rules  may  be  cited  as  the  Munitions  Exchequer 
Payments  Rules,  1917. 

2.  In  these  Rules  "  the  Commissioners  "  means  the 
Commissioners  of  Inland  Revenue;  "  the  Act"  means  the 
Finance  Act,  1917;  unless  the  context  otherwise  requires, 
"  The  Minister,''  "  Controlled  Owner,"  "  Period  of 
Assessment  "  and  "  The  Referee,"  have  the  same  respective 
meanings  as  in  the  Munitions  (Limitation  of  Profits) 
Rules,  1915  ;  and  "  Munitions  Exchequer  Payments  " 
has  the  same  meaning  as  in  the  Finance  Act,  1917. 

3.  The  statutory  provisions  and  rules  enumerated  in  the 
Schedule  to  these  Rules  shall,  except  so  far  as  they  are 
repugnant,  apply  to  Munitions  Exchequer  Payments  as 
they  apply  to  Excess  Profits  Duty,  and  any  reference  to  a 
person  ift  such  provisions   and  rules  may   as    respects 

1  Page  340. 
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Munitions  Exchequer  Payments  be  read  as  if  it  were  a  W4.  Reguia- 
reference  to  a  Controlled  Owner.  —{co'ntd.) 

4.  The  provisions  of  the  Munitions  (Limitation  of 
Profits)  Rules,  1915  (hereinafter  called  "  the  Rules  of 
1915"),  and  the  Munitions  (Limitation  of  Profits)  Rules, 
1915,  (Amendment)  Rules,  1917  (hereinafter  called  "  the 
Munitions  Rules,  1917"),  shall,  except  those  of  Rules  6, 11, 
12  and  13  of  the  Rules  of  1915  and  Rule  10  (ii)  of  those 
Rules  as  set  out  in  Rule  4  of  the  Munitions  Rules,  1917, 
and  except  so  far  as  they  are  repugnant  to  the  provisions 
of  the  Act  or  as  is  by  these  Rules  otherwise  expressly  pro- 
vided, continue  to  apply  to  the  assessment  and  collection 
of  Munitions  Exchequer  payments.  Provided  that 
nothing  in  this  Rule  shall  be  held  to  deprive  a  Controlled 
Owner  of  any  appeal  in  any  matter  in  which  an  appeal  to 
the  Referee  is  allowed  by  the  Rules  of  1915,  as  amended  by 
the  Munitions  Rules,  1917. 

5.  Returns  and  penalties  (page  312). 

6.  Collection  of  sums  assessed  by  Minister  of  Munitions 
(page  321). 

7.  Adoption  of  standard  and  allowances  agreed  with 
Minister  (page  315). 

8.  A  ppeals  against  Commissioners'  assessment  (page  317). 

9.  do.  do.  (pageSlS). 

10.  do.  Minister's  assessments  (page  322). 

1 1 .  Reference  to  Minister  or  Referee  (page  324) . 

12.  Application  of  Finance  (No.  2)  Act,  1915,  s.  45  (6) 
(Page  325). 

13.  Final  adjustment  of  provisional  allowances  (page  304) . 

14.  Use  of  returns,  amounts,  etc.  (page  312). 

15.  Deposits  to  satisfy  Levies  or  Excess  Profits  Duty 
(page  325). 

R.  V.  NiND  Hopkins, 

Secretary. 
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184.  Regula-  SCHEDULE 

tions. 

— (contd.) 

Finance  {No.  2)  Act,  1915— 

Section  44,  subsection  (3). 
Section  45,  subsection  (1). 
Section  45,  subsection  (3). 

Finance  Act,  1916 — 
Section  54. 

Regulations  prescribed  by  the  Commissioners  of  Inland 
Revenue  under  Section  45  subsection  (7)  of  the  Finance 
{No.  2)  Act,  1915— 

Regulation  1  a«^  ^A^  Schedule  to  the  regulations 
except  so  far  as  the  Schedule  relates  to  Section  10, 
subsection  (2),  of  the  Finance  Act,  1914,  and  Section 
31  of  the  Finance  {No.  2)  Act,  1915. 

Regulation  2. 

Regulation  3. 

Regulation  4. 

Regulation  11  ^oze'w  /o  att^  including  the  words 
"  the  first  assessment." 

136,  Penal-  1 35.  Fof  failufc  to  delivcr  any  information  required 
by  the  Minister  of  Munitions  (or  the  Commissioners  of 
Inland  Revenue^)  or  to  comply  with  any  of  the  provisions 
of  the  Munitions  of  War  Act,  1915,  or  the  Rules,  a 
fine  not  exceeding  £$0  may  be  imposed  by  the  munitions 
tribunal  for  each  offence.  This  fine  may  also  be  imposed 
on  officers  of  a  company  knowingly  parties  to  the  offence. 
For  false  statements,  three  months'  imprisonment  or 
a  fine  not  exceeding  £$0  may  be  imposed  on  the  person 
concerned  by  process  under  the  Summary  Jurisdiction 
Acts. 

»  See  Rule  138. 


ties. 
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Procedure  from  2nd       las.  Penal- 
Aug.,  1917.  %^^,^^ 

The  penalty  for  failure  to 
furnish  a  proper  return  or 
other  particulars  required  is 
a  fine  not  exceeding  ;£ioo 
and  ;£io  for  every  day  during 
which  the  default  continues 
after  conviction. 

If  any  person  acts  in  contravention  of,  or  fails  to  comply 
with  any  such  rules,  he  shall  be  guilty  of  an  offence  against 
this  Act.     (Munitions  of  War  Act,  1915,  s.  11  (2).) 

//  any  employer,  or  the  owner  of  any  establishment  or 
any  workman,  for  the  purpose  of  evading  any  provision  of 
this  Act,  makes  any  false  statement  or  representation,  or 
gives  any  false  certificate,  or  furnishes  any  false  information, 
he  shall  be  guilty  of  an  offence  under  this  Act.     (s.  12.) 

For  section  12  of  the  principal  Act  the  following  section 
shall  be  substituted — 

//  any  person  make  any  false  statement  or  representation* 
or  gives  any  false  certificate,  or  furnishes  any  false 
information— 

(a)  for  the  purpose  of  evading  any  provision  of  this 
Act;  or 

(b)  in  any  proceedings  before  any  munition  tribunal, 
arbitration  tribunal,  Referee,  or  Board  of  Referees  under 
this  A  ct  or  the  rules  made  thereunder  ;     ... 

he  shall  be  guilty  of  an  offence  and  liable  on  conviction  under 
the  Summary  Jurisdiction  Acts  to  imprisonment  with  or 
without  hard  labour  for  a  term  not  exceeding  three  months 
or  to  a  fine  not  exceeding  fifty  pounds."  (Munitions  of 
War  (Amendment)  Act,    1916,  s.  14.) 

Any  person  guilty  of  an  offence  under  this  Act — 

(e)  shall,  if  the  offence  is  a  contravention  of  or  failure 
to  comply  with  any  other  provisions  of  this  Act,  be  liable 
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186.  Penal-        in  Tcspect  of  cuch  offence  to  a  fine  not  exceeding  fifty 
—(imntd.)  pounds.    {Munitions  of  War  Act,  1915,  s.  14  (1).) 

Any  failure  to  comply  with  any  provision  of  these  Rules 
after  being  required  so  to  do  by  the  Minister  shall  he  an 
offence  under  the  Act.  {Munitions  {Limitation  of  Profits) 
Rules,  1915,  No,  19.) 

In  the  case  of  a  company  being  guilty  of  an  offence  under 
the  principal  Act,  every  director,  manager,  secretary,  or 
other  officer  of  the  company,  who  is  knowingly  a  party  to 
the  contravention  or  non-compliance  constituting  the 
offence  shall  also  be  guilty  of  the  offence  and  liable 
to  the  like  fine  as  the  company.  {Munitions  of  War 
{Amendment)  Act,  1916,  s.  18  (4).) 

Procedure  from  2nd 
Aug.,  1917. 

//  any  person  fails  to 
furnish  a  proper  return  in 
accordance  with  this  section 
or  to  comply  with  any  re- 
quirement of  the  Commis- 
sioners under  this  section,  or 
to  give  any  notice  required  by 
this  section,  he  shall  he  liable 
on  summary  conviction  to  a 
fine  not  exceeding  one  hundred 
pounds  and  to  a  further  fine 
not  exceeding  ten  pounds  a  day 
for  every  day  during  which  the 
offence  continues  after  convic- 
tion therefor.  {Finance  {No. 
2)  Act,  1915,5.44  (2).) 

188.  Secrecy.  1^5  fh^  ^cts  providc  fof  the  abrogation  of  any  Act 
or  other  legal  requirement  so  far  as  it  would  prevent 
compliance  with  the  section  imposing  the  levy.  They 
further  bind  officials  to  secrecy  and  permit  other  Govern- 
ment Departments  to  perform  any  duties  imposed  on  the 
Ministry  of  Munitions. 
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The  owners  of  an  establishment  shall  have  power,  not-  IM.  secrecy. 
withstanding  anything  in  any  Act,  Order,  or  deed  under 
which  they  are  governed,  to  do  all  things  necessary  for 
compliance  with  any  provisions  of  this  section,  and  any 
owner  of  an  establishment  shall  comply  with  any  reasonable 
requirements  of  the  Minister  of  Munitions  as  to  information 
or  otherwise  made  for  the  purposes  of  this  section,  and,  if 
he  fails  to  do  so,  shall  be  guilty  of  an  offence  under  this  Act. 
(Munitions  of  War  Act,  1915,  s.  4  (6). ) 

//  any  person,  except  as  authorized  by  the  Minister  of 
Munitions,  discloses  or  makes  use  of  any  information 
given  under  section  eleven  *  of  the  principal  Act,  as  amended 
by  this  or  any  subsequent  enactment,  he  shall  be  guilty  of 
a  misdemeanour  and  on  conviction  be  liable  to  imprison- 
ment, with  or  without  hard  labour,  for  a  term  not  exceeding 
two  years,  or  to  a  fine,  or  to  both  imprisonment  and  a  fine. 
(Munitions  of  War  (Amendment)  Act,  1916,  s.  16  (2).) 

The  Minister  of  Munitions  may  make  arrangements 
with  any  other  Government  department  for  the  exercise  and 
performance  by  that  department  of  any  of  his  powers  and 
duties  under  the  principal  Act  or  tliis  Act  which  appear  to 
him  to  be  such  as  could  be  more  conveniently  so  exercised 
and  performed,  and  in  such  case  the  department  and  the 
officers  of  the  department  shall  have  the  same  powers  and 
duties  for  the  purpose  as  are  by  the  principal  Act  and  this 
Act  conferred  on  the  Minister  of  Munitions  and  his  officers. 
(s.  20.) 

»  Page  333. 


CHAPTER   XX 

The    Combined  Effect   of  Miinitions  Levies 

and  Excess  Profits   Duty   Charges  and 

the  Transfer  of   Jurisdiction  to  the 

Commissioners  of  Inland  Revenue 

THE  LARGER  CHARGE  ADOPTED — CESSATION  OF 
MUNITIONS  LEVIES — ^TRANSFER  OF  JURISDICTION 
— GENERAL  CONSIDERATIONS — MUNITION  LEVIES 
NOT  CHARGES  IN  ACCOUNTS  FOR  EXCESS  PROFITS 
DUTY  PURPOSES — CHARGES  FOR  INCOME  TAX 
PURPOSES — MUNITIONS  ACTS  REFEREES  TO  ACT. 

137.  Muni-     137.  As  regards  profits  arising  from  the  date  of  control 
and^ExcL    to  3ist  December,  10 16,  the  liability  of  controlled  concerns 

Profits  Duty.    ^     ^  . 

by  way  of 

{a)  Munitions  Acts*  Levies,  and 

{h)  Excess  Profits  Duty, 
is  whichever  is  larger  of  the  sums  payable  under  {a)  or 
{h)  if  each  is  computed  separately.  Any  pa3anent  under 
one  head  may  be  set  against  liability  under  the  other  head. 
As  regards  profits  arising  after  31st  December,  1916, 
the  Munitions  Acts'  Levies  cease  to  exist.  Excess 
Profits  Duty  remains  chargeable.  The  profits  of  accounts 
covering  periods  before  and  after  31st  December,  19 16, 
must  be  apportioned  according  to  the  lengths  of  the 
respective  periods. 

The  Commissioners  of  Inland  Revenue  may  treat  any 
sums  actually  paid  in  respect  of  munitions  Exchequer 
payments,  which  appear  to  the  Commissioners  to  he  attri- 
butable to  the  same  period  and  subject  matter  as  that  for 

336 
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which  Excess  Profits  Duty  is  to  be  paid,  as  a  payment  on  w.  Muni- 
account  of  Excess  Profiis  Duty,  or,  if  the  amount  of  the  and  Excess 

'  '  .     ,  T  T  ProfitsDuty. 

munitions  Exchequer  payments  ts  larger  than  the  amount  —(contd.) 
payable  as  Excess  Profits  Duty,  as  extinguishing  the  duty 
for  the  purposes  of  collection  ;  and  may  arrange  with  the 
Minister  of  Munitions,  if  in  any  case  Excess  Profits  Duty 
is  paid  before  the  munitions  Exchequer  payment,  for  the 
deduction  of  Excess  Profits  Duty  payments  from  any  sums 
to  be  collected  in  respect  of  munitions  Exchequer  payments 
which  appear  to  the  Commissioners  to  be  attributable  to  the 
same  period  and  subject  matter  as  that  for  which  the  Excess 
Profits  Duty  payments  have  been  made,  or,  if  the  amount 
of  the  Excess  Profits  Duty  payments  is  greater  than  the 
amount  to  be  collected  on  account  of  munitions  Exchequer 
payments,  for  the  extinction  of  the  amount  to  be  so 
collected. 

For  the  purpose  of  determining  the  period  to  which  any 
profits  are  to  be  attributed  under  this  section,  profits  shall 
be  deemed  to  accrue  from  day  to  day  at  a  uniform  rate. 
(Finance  Act,  1916.  s.  48  (1).) 

In  this  Part  of  this  Act  the  expression  "  munitions 
Exchequer  payments  "  means  any  sums  paid  into  the 
Exchequer  under  section  four  of  the  Munitions  of  War  A  ct, 
1915,  on  account  of  the  excess  of  the  net  profits  of  a 
controlled  establishment.     (Finance  Act,  1916,  s.  57.) 

The  provisions  of  section  four  of  the  Munitions  of  War 
Act,  1915,  with  respect  to  munitions  Exchequer  payments 
shall  not  apply  to  any  profits  arising  after  the  thirty-first 
day  of  December,  nineteen  hundred  and  sixteen  or  appor- 
tioned under  this  Act  to  the  period  after  that  date.  (Finance 
Act,  1917,  s.  24  (1.) 

Where  part  of  an  accounting  period  or  of  an  accounting 
year,  or  of  any  period  in  respect  of  part  of  which  munitions 
Exchequer  payments  are  chargeable,  is  after,  and  part 

22— (1567) 
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187.^ Yev"''     ^^/^^^'  ^^^  beginning  of  the  first  day  of  January,  nineteen 
and  Excess     hundred  and  seventeen,  the  total  excess  'brofits  and  any 

Profits  Duty.  ,         ,  r       »  • 

—{contd.)  deficiencies  or  losses  arising  in  any  such  accounting  period, 
and  the  total  excess  rent  for  any  such  accounting  year,  and 
the  total  profits  in  respect  of  part  of  which  munitions 
Exchequer  payments  are  chargeable,  shall  be  apportioned 
between  the  time  up  to,  and  the  time  after,  that  date  in 
proportion  to  the  number  of  months  or  fractions  of  months 
before  and  after  that  date  respectively.  (Finance  Act, 
1917,  s.  27.) 

Profits  Arising  Between  the  Date  of 
Control  and  31st  December,  1916 

It  will  be  noted  that,  in  any  cases  in  which  the 
Munitions  Levy  period  is  not  coincident  with  the 
Excess  Profits  Duty  period,  the  profits  are  to  be  taken 
as  accruing  at  a  uniform  daily  rate  within  the  period. 

Where  the  Excess  Profits  Duty  charge  is  larger 
than  the  Munitions  levy,  the  former  will  be  worked 
out  on  the  ordinary  rules  shown  in  this  book,  the 
exact  Munitions  Act  liability  not  being  of  importance. 

Where  the  converse  is  the  case,  the  Munitions  Acts, 
of  course,  become  of  greatest  importance,  and  an 
entirely  different  position  arises  inasmuch  as  these 
Acts  differ  considerably  from  the  Excess  Profits 
Duty  Acts  alike  in  structure  and  intent.  The 
sole  object  of  the  latter  is  to  raise  revenue,  but 
that  of  the  latter,  primarily,  is  to  secure  as  large 
an  output  of  munitions  as  possible.  While  the 
discretionary  powers  of  the  Commissioners  of  Inland 
Revenue  in  regard  to  Excess  Profits  Duty  are  very 
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large,  they  may  only  be  exercised  within  the  limits  JSJi's^eTy" 
of  certain  well-established  principles  and  with  the  FtofiSouty. 
object  of  securing  a  fair  comparison  of  pre-war  with 
during-war  profits.  The  powers  of  the  Minister  of 
Munitions  are  of  an  entirely  different  nature,  and 
are  clearly  susceptible  of  use  in  a  general  "  bargain  " 
which  may  mainly  concern  matters  quite  foreign  to 
questions  of  accountancy  and  the  raising  of  revenue. 
For  example.  Rule  123  makes  possible  a  considerable 
reduction  of  the  leviable  "  excess,"  but  the  Minister 
is  to  decide  what  is  a  "  reasonable  return  "  in  respect 
of  increased  output.  Further  still,  he  is  to  decide 
whether  the  allowance  is  to  be  in  addition  to  or  in 
lieu  of  the  20  %  excess  already  allowed.  It  seems 
likely  that  the  record  of  the  concern  in  the  way  of 
munition-producing  may  become  (if  it  is  not  actually 
intended  to  become)  an  element  in  the  case  on  which 
the  discretionary  powers  are  to  be  exercised.  Such 
matters  as  these  go  out  beyond  accountancy.  It 
has  been  promised  that  allowances  made  by  the 
Commissioners  of  Inland  Revenue  shall  not  be  less 
favourable  than  would  be  made  by  the  Minister  of 
Munitions.  .  . 

Profits  Arising  After  31st  December,  1916 
From  this  date  the  Excess  Profits  Duty  rate  was 
raised  to  80  per  cent.,  and  the  need  for  the  Munitions 
Levy  ceased. 

138.  From  the  date  (2nd  Aug.,  1917)  of  the  passing  I88.  xrans- 
of  the  Finance  Act,  191 7,  all  undischarged  liability  (to  missioners 
31st  December,  1916)  to  the  Munitions  Levy  is  to  be  Revenu". 
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188.  Trans- 
fer to  Com- 
missioners 
of  Inland 
Revenue. 
—{contd.) 


assessed  and  collected  by  the  Commissioners  of  Inland 
Revenue,  instead  of  by  the  Minister  of  Munitions. 

The  basis  of  such  liability  is  not  affected,  but  the 
procedure  is  varied.  The  effect  of  such  variation 
has  been  incorporated  in  due  order  in  Chapters  XIX 
and  XX. 

Munitions  Exchequer  payments  arising  on  or  before  the 
thirty-first  day  of  December,  nineteen  hundred  and  sixteen, 
or  apportioned  under  this  Act  to  the  period  down  to  and 
including  that  date  shall,  after  the  passing  of  this  Act, 
be  assessed  and  collected,  or,  if  already  assessed  but  not 
collected,  collected,  by  the  Commissioners  and  shall  be 
computed  by  them  in  accordance  with  the  provisions  of 
that  Act  and  the  rules  made  thereunder,  and  the  Com- 
missioners shall  for  those  purposes  have  all  the  powers  of  the 
Minister  of  Munitions,  including  the  power  of  making  rules. 

For  the  purposes  of  such  assessment  and  collection,  the 
provisions  for  the  time  being  in  force  with  respect  to  the 
assessment  and  collection  of  excess  profits  duty  (including 
provisions  as  to  returns  and  penalties,  but  excluding 
provisions  imposing  any  charge  of  duty  or  as  to  the  com- 
putation of  duty)  shall  apply,  and  rules  may  be  made  by 
the  Commissioners  accordingly,  and  the  provisions  of 
section  forty-eight  of  the  Finance  Act,  1916,  relating  to  the 
adjustment  of  excess  profits  duty  and  munitions  Exchequer 
payments,  shall  apply  subject  to  such  modifications  as  may 
be  necessary  in  consequence  of  the  transfer  of  powers 
effected  by  this  subsection. 

Any  rules  made  by  the  Commissioners  may  specify 
matters  which  may  be  referred  to  the  Minister,  or  to  a  referee 
or  board  of  referees  appointed  by  him,  and  prescribe  the 
manner  in  which  such  cases  are  to  be  referred.  (Finance 
Act,  1917,  s.  24(2).) 
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139.  Rules  49  to  51  apply   also  to  Munitions  Acts'  JSis^?*" 
Levies,  both   as   to   the   prohibition   of    deductions,  in  ^om^^outy 
computing  liability  to  Excess  Profits  Duty,  for  sums  paid  ^°^  i^^come 
as  Munitions  Acts'  Levies,  and  as  to  the  allowance  of 

such  deductions  in  computing  liability  to  Income  Tax. 

Section  thirty- five  ^  of  the  principal  Act  {which  relates 
to  the  computation  of  profits  and  gains  for  the  purpose  of 
Income  Tax  in  relation  to  Excess  Profits  Duty)  shall  apply 
to  sums  actually  paid  in  respect  of  munitions  Exchequer 
payments  as  it  applies  to  Excess  Profits  Duty,  except  that 
the  relief  to  the  taxpayer  under  subsection  (2)  of  that  section 
shall  in  all  cases  he  given  by  means  of  repayment  and  not 
by  deduction.     {Finance  Act,  1916,  s.  53.) 

Any  Excess  Profits  Duty  and  any  munitions  Exchequer 
payments  which  are  remitted  under  this  section  for  the 
purpose  of  collection  shall  not  be  deemed  to  have  been  paid 
for  the  purposes  of  section  thirty- five^  of  the  principal 
Act  {which  relates  to  computation  of  profits  and  gains  in 
relation  to  Excess  Profits  Duty)  as  extended  by  this  Act, 
(Finance  Act,  1916,  s.  48  (2).) 

Deductions  shall  not  be  allowed  on  account  of  munitions 
Exchequer  payments  in  computing  profits  for  the  purpose 
of  Excess  Profits  Duty.     (s.  48  (3).) 

140.  In  the  case  of  controlled  concerns,  any  applications  140.  Muni- 
regarding  Excess  Profits  Duty  under  Rules  62  to  65  are  Referees, 
to   be   referred   to   the  Referees   appointed   under   the 
Munitions   Acts    {Rule    132)  and    not  to  the  Referees 
appointed  by  the  Treasury. 

Subsection  (3)  of  section  forty  ^  of  the  principal  Act 
(which  provides  amongst  other  things  for  the  reference  of 

»  Page  128.  «  Page  165. 
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140.  Muni-  certain  matters  for  the  decision  of  a  Board  of  Referees), 
Referees.  shall,  where  the  application  for  such  a  reference  is  made 
in  respect  of  a  trade  or  business  carried  on  in  a  controlled 
establishment  within  the  meaning  of  Part  II  of  the  Muni- 
tions of  War  Act,  1915,  and  relates  to  an  accounting  period 
during  any  part  of  which  the  establishment  has  been  so 
controlled,  and  to  the  postponement  or  suspension  of 
renewals  or  repairs,  or  to  exceptional  depreciation  or 
obsolescence  of  assets,  or  to  the  necessity  in  connection  with 
the  present  war  of  providing  plant,  have  effect  as  though 
a  Referee  or  Board  of  Referees  appointed  or  designated  by 
the  Minister  of  Munitions  for  the  purpose  were  substituted 
for  the  Board  of  Referees  under  the  principal  Act.  (Finance 
Act,  1916,  s.  55.) 
See  also  Rule  30  as  regards  Munition  Works. 
See  Rules  58  to  65  as  regards  Depreciation,  Obso- 
lescence, Exceptional  Depreciation  or  Obsolescence, 
etc. 
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CHAPTER  XXI 
Excess  Mineral  Rights  Duty 

WHEN  PAYABLE — RIGHTS  FORMING  PART  OF  THE 
ASSETS  OF  A  BUSINESS — THE  BASIS  OF  ASSESSMENT 
— THE  PRE-WAR  STANDARD — PRE-WAR  RENT 
VALUES — PAYMENTS  TO  SUPERIOR  LESSEES — NO 
DEDUCTION  FOR  MINERAL  RIGHTS  DUTY — DEDUC- 
TION FOR  INCREMENT  VALUE  DUTY — RETURNS — 
ASSESSMENTS — APPEALS — PAYMENT    OF    DUTY. 

141.  Excess  mineral  rights  duty  is  chargeable  where  the  141.  Min- 

•^  erals:  when 

rent  payable  for  the  right  to  work  minerals,  or  in  respect  charged. 
of  any  mineral  wayleaves,  varies  according  to  the  price 
of  the  minerals. 

Where  the  amount  payable  to  any  person  as  rent  in 
respect  of  the  right  to  work  minerals  or  of  any  mineral 
wayleaves  (in  cases  where  the  right  to  work  the  minerals 
and  the  mineral  wayleaves  are  not  part  of  the  assets  of  any 
trade  or  business)  ^  varies  according  to  the  price  of  the 
minerals,  and  the  amount  so  payable  in  respect  of  any 
working  year  ending  on  any  date  after  the  commencement 
of  the  present  war  (in  this  section  referred  to  as  the  account- 
ing year)  exceeds  the  pre-war  standard  of  that  rent,  there 
shall  be  paid  as  an  addition  to  any  mineral  rights  duty 
payable  or  paid,  either  directly  or  by  deduction,  by  reference 
to  the  amount  of  the  rent  paid  in  that  working  year,  by 

1  See  Finance  Act,  1916,  s.  46  (2).  next  page. 
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141.  Min- 
erals: when 
charged. 
— (conid.) 


142.  Min- 
erals 

included  in 
E.  P.  D. 
assessment. 


148.  Rates 

of  duty. 


that  person  {in  this  section  referred  to  as  the  person  liable) 
an  amount  equal  to  50  per  cent,  of  that  excess.  (Finance 
{No.  2)  Act,  1915,  s.  43  (1).) 

142.  No  duty  is  chargeable  where  the  right  orwayleave 
is  part  of  the  assets  of  the  trade  or  business  of  the  person 
receiving  the  rent. 

See  s.  43  (1)  printed  on  previous  page.  Also — 
//  is  hereby  declared  that  the  words  in  subsection  (1)  0/ 
section  forty-three  of  the  principal  Act  "  assets  of  any  trade 
or  business  "  refer  only  to  assets  of  the  trade  or  business  of 
the  person  receiving  the  rent  for  the  right  to  work  the 
minerals  or  for  the  mineral  way  leaves.  {Finance  Act, 
1916,  s.  46  (2).) 

The  point  here  is  that  the  trade  or  business  may 
be  reviewed  for  purposes  of  Excess  Profits  Duty. 
It  is  therefore  unnecessary  to  review  a  section  of  the 
business  for  purposes  of  Excess  Mineral  Rights  Duty. 

143.  The  duty  payable  is  50  %,  60  %,  or  80  %  of  the 
excess  of  the  rent  of  the  accounting  year  over  the  pre-war 
standard  of  rent.  The  accounting  year  is  any  working 
year  ending  after  4th  August,  19 14. 

As  regards  any  accounting  year  for  the  whole  or  part 
of  which  duty  at  80%  is  payable,  the  duty  is  required  to 
be  restricted,  if  necessary,  so  that  the  actual  rent  in  the 
year  is  not  reduced  thereby  below  the  actual  average  rent 
in  the  pre-war  standard  years.  If  the  former  is  less  than 
the  latter  no  duty  is  payable. 

The  rate  is  50  %  for  the  first  accounting  year,  and 
60  %  thereafter  except  as  regards  excesses  arising  ^ 
after  31st  December,  1916,  in  respect  of  which  the 

*  See  Finance  Act,  1917,  s.  27,  page  16. 
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rate  is  80  %.     In  the  case  of  minerals  which  have  148.  Rates 

'"  of  duty. 

become  subject  to  a  mining  lease  after  4th  August,  -(«>«^) 
1914,  the  rate  is  60%  from  the  commencement. 

See  Finance  (No.  2)  Act,  1915,  s.  43  (1),  set  out 
on  previous  page.     Also — 

Section  forty-three  of  the  principal  Act  (which  relates 
to  excess  mineral  rights  duty)  shall  have  effect  as  if  sixty 
per  cent,  of  the  excess  were  substituted  as  the  rate  of  duty 
for  fifty  per  cent,  of  the  excess,  in  the  case  of  minerals  which 
have  become  subject  to  a  mining  lease  after  the  fourth  day 
of  August  nineteen  hundred  and  fourteen,  for  all  accounting 
years,  and  in  the  case  of  other  minerals  for  any  accounting 
year  ending  after  the  completion  of  the  first  accounting  year, 
and  any  additional  duty  may  be  recovered  accordingly. 
(Finance  Act,  1916,  s.  46  (1).) 

Section  forty-three  of  the  principal  Act  (which  relates 
to  excess  mineral  rights  duty)  shall  have  effect  as  if  eighty 
per  cent,  of  the  excess  were  substituted  as  the  rate  of  duty 
for  sixty  per  cent,  for  any  accounting  year  commencing  on 
or  after  the  first  day  of  January  nineteen  hundred  and 
seventeen,  or,  in  the  case  of  an  accounting  year  which 
commenced  before  that  date  but  ends  after  that  date,  as  if 
eighty  per  cent,  were  substituted  for  sixty  per  cent,  as 
respects  so  much  of  the  excess  as  may  be  apportioned  under 
this  Act  to  the  part  commencing  on  that  date,  and  any 
additional  duty  may  be  recovered  accordingly. 

Provided  that  where  it  is  shown  to  the  satisfaction  of  the 
Commissioners  that  the  amount  payable  as  rent  under  any 
lease  or  agreement  for  a  lease  for  any  accounting  year  in 
respect  of  which  or  any  part  of  which  excess  mineral  rights 
duty  is  payable  at  the  rate  of  eighty  per  cent,  is  not  greater 
than  the  average  amount  payable  as  rent  for  the  two  pre-war 
years,  the  prices  in  which  are  selected  by  the  taxpayer  for 
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143.  Rates 
of  duty. 
—(contd.) 


144.  Pre- 
war stand- 
ard. 


the  purpose  of  determining  the  pre-war  rent  values  of  the 
rent  for  the  accounting  year,  or  would  he  reduced  below  that 
amount  by  the  payment  of  excess  mineral  rights  duty,  no 
excess  mineral  rights  duty  or,  as  the  case  may  he,  such  an 
amount  of  excess  mineral  rights  duty  only  as  will  reduce 
the  amount  payable  as  rent  for  the  accounting  year  to  the 
said  average  amount,  shall  he  paid  for  that  accounting 
year.     (Finance  Act,  1917,  s.  21.) 

As  regards  1918,  see  Finance  Act,  1918,  s.  34, 
after  Rule  4. 

See  example  on  next  page. 

144.  The  pre-war  standard  of  rent  is  the  average  of  any 
two  of  the  three  last  pre-war  rent  values,  selected  by 
the  taxpayer.  Where  the  minerals  have  not  been  worked 
or  the  wayleaves  have  not  been  let  in  those  years,  or 
where  there  are  no  proper  data,  the  Commissioners  of 
Inland  Revenue  may  fix  the  standard,  subject  to  appeal. 

The  pre-war  standard  of  rent  shall,  for  the  purposes  of 
this  section,  he  taken  to  he  the  average  of  any  two  of  the 
three  last  pre-war  rent  values  to  he  selected  by  the  taxpayer, 
and  in  cases  where  the  minerals  have  not  been  worked  or 
the  wayleaves  have  not  been  let  throughout  the  three  years 
by  reference  to  which  the  three  last  pre-war  rent  values  are 
to  he  calculated,  or  for  any  other  reason  there  are  no  proper 
data  for  ascertaining  the  pre-war  rent  values,  shall  he 
taken  to  he  such  amount  as  may  be  fixed  by  the  Com- 
missioners of  Inland  Revenue,  having  regard  to  the  data 
afforded  by  the  working  and  price  of  minerals  in  like 
circumstances,  subject  nevertheless  to  the  same  appeal  as 
that  to  which  the  assessment  of  duty  by  the  Commissioners 
is  subject  under  Part  I  of  the  Finance  (1909-10)  Act, 
1910.     (Finance  (No.  2)  Act,  1915,  s.  43  (2).) 

See  notes  on  Rule  145. 
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145.  The  pre-war  rent  value  for  each  of  the  three  years  J^^  ,.^t* 
is  the  amount  which  the  rent  of  the  accounting  year  would  ^*'"«- 
equal  if  it  were  based  on  the  average  prices  governing 
the  rent  in  the  year  concerned. 

The  pre-war  rent  value  shall,  as  respects  each  of  the 
three  years  immediately  preceding  the  first  accounting 
year,  he  taken  to  he  the  sum  to  which  the  rent  for  the  account- 
ing year  would  amount  if  the  rent,  so  far  as  variahle  accord- 
ing to  price,  were  hased  on  the  average  prices  governing 
the  payment  of  the  rent  in  that  year.  (Finance  (No.  2) 
Act,  1915,  s.  43  (2).) 

The  first  thing  to  do,  in  calculating  Excess 
Minerals  Rights  Duty,  is  to  state  the  result  of  the 
working  year  ended  after  4th  August,  1914.  For 
example — 


500  tons  of  ore  at  royalty  of  6s.  Od.  = 

1,000     ,,         ,,         ,,         ,,       6s.  6d.  = 

75u     ,,         ,,         ,,         ,,       7s.  Oq.  = 


I 

s. 

d. 

150 

0 

0 

325 

0 

0 

262 

10 

0 

2,250  tons  £737  10    0 


Next,  it  must  be  ascertained  what  the  royalties 
on  2,250  tons  would  have  amounted  to  at  the  rates  in 
force  in  each  of  the  best  two  of  the  three  preceding 
working  years.    The  data  may  be  taken  as  follows — 

1st  preceding  year  :  1,500  tons  ;  total  royalties  225 
2nd       „  „       1,000     „  „  „  125 

3rd        „  ,.       1,400     „         „  „  245 
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wU'rSt  ^^^  average  royalty  per  ton  will  then  be  found — 

^^i.)  1st  preceding  year    .         .     3s.  Od.  per  ton 

2nd         „  „       .         .     2s.  6d.       „ 

3rd  „  „       .         .     3s.  6d.       „ 

The  highest  royalties  per  ton  were  paid  in  the 
1st  and  3rd  preceding  years.  2,250  tons  in  each  of 
those  years  would  have  produced — 

1st  preceding  year  :  2,250  tons  @  3s.  Od.  = 

;f337  10s.  Od. 

3rd  „         „  „        „     „  3s.  6d.  = 

£393  15s.  Od. 

and  these  are  the  pre-war  rent  values. 

The  tax  due  is  calculated  as  follows —  £  s.  d. 
Royalty  in  working  year  ended 

after  commencement  of  war  .  737  10  0 
Pre-war  standard  of  rent 

£337  10s.  Od.  +  £393  15s.  Od.  ^    ^  ^^    ^ 


lessors. 


Excess  =  £371  17    6 

Duty  (at  50%)   =  £185  18    9 


146.  Pay.  146.  Any  amount  payable  (in  the  accounting  year) 

superior  by  thc  Icsscc  of  the  minerals  or  wayleaves  to  a  superior 
lessor,  must  be  deducted  from  the  rent  receivable  by  the 
lessee,  and  a  corresponding  deduction  must  be  made  in 
computing  pre-war  rent  values. 

Any  amount  payable  in  any  accounting  year  by  the  lessee 
of  minerals  or  wayleaves  to  a  superior  lessor  as  rent  in 
respect  of  the  minerals  or  wayleaves  shall  be  treated  as  a 
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deduction  from  the  amount  Payable  to  the  lessee  as  rent  146.  Pay- 

.  ,  raents  to 

for  that  year,  and  %n  computing  the  pre-war  rent  values  a  superior 

*  u  «  lessors. 

corresponding  deduction  shall  he  made  on  account  of  any     (contd.) 
such  rent.     (Finance  {No.  2)  Act,  1915,  s.  43  (3).) 

147.  The  duty  is  payable  in  addition  to  any  mineral  JjJJfs^o*' 
rights  duty.    Any  increment  value  duty  payable  annually  °^"  '^"*^- 
is,  when  paid,  to  be  treated  as  a  deduction  from  the  rent 
payable  in  the  year  in  which  that  duty  is  paid  ;   a  corre- 
sponding deduction  must  be  made  in  computing  the 
pre-war  standard  of  rent. 

Any  increment  value  duty  payable  annually  under 
Section  22  of  the  Finance  (1909-10)  Act,  1910,  shall, 
when  paid,  be  treated  as  a  deduction  from  the  rent  payable 
to  any  person  in  the  year  in  which  the  duty  is  paid,  and  a 
corresponding  deduction  shall  be  made  in  computing  the 
pre-war  standard  with  which  the  rent  for  that  year  is  to  be 
compared.     (Finance  (No.  2)  Act,  1915,  s.  43  (4).) 

148.  The  duty  is  to  be  assessed  by  the  Commissioners  i48.  Assess- 
of  Inland  Revenue,  subject  to  appeal.    It  is  recoverable  recovery, 
as  a  debt  due  to  the  Crown.    Returns  may  be  required. 

Any  duty  payable  under  this  section  shall  be  assessed 
by  the  Commissioners  of  Inland  Revenue  on  the  person 
liable,  subject  to  the  same  appeal  as  that  to  which  an 
assessment  of  duty  by  the  Commissioners  under  Part  I  of 
the  Finance  (1909-10)  Act,  1910,  is  subject,  and  shall  be 
recoverable  as  a  debt  due  to  His  Majesty  from  that  person. 
(Finance  (No.  2)  Act,  1915.  s.  43  (5).) 

Subsection  (3)  of  Section  20  of  the  Finance  (1909-10) 
Act,  1910,  shall  extend  so  as  to  authorize  particulars  to  be 
required  of  any  lease  of  minerals  or  wayleaves  and  as  to  the 
sums  paid  or  payable  thereunder,  and  of  such  other  par- 
ticulars as  to  the  minerals  or  wayleaves  as  the  Commissioners 


and  returns. 
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148.  Assess-    may  require  for  the  purpose  of  this  section.     (Finance 


ment 


recovery,  (No.  2)  Act,   1915,  S.  43  (6).) 

and  returns.  .  »  •   i 

—(contd.)  Expressions  to  which  a  special  meaning  is  attached  by 

Part  I  of  the  Finance  (1909-10)  Act,  1910,  shall  have  the 
same  meaning  in  this  section.  (Finance  (No.  2)  Act, 
1915,  s.  43  (7).) 


PART     IV 
Summary    of    Rules 


CHAPTER     XXII 
Part  I. — Excess  Profits  Duty 

CHAPTER  I 

THE    BASIS    OF    LIABILITY 

1.  The  duty  payable  is  a  percentage  (see  Rule  4)  of  the 
amount  by  which  the  profits  of  the  period  concerned 
exceed  the  "  pre-war  standard  of  profits/'  If  the  excess 
is  not  larger  than  £200  no  duty  is  payable.  If  the  excess 
is  larger  than  £200,  the  first  £200  of  that  excess  escapes 
assessment.     (Page  1.) 

2.  As  regards  any  accounting  period  ended  after  31st 
December,  1916,  the  margin  or  allowance  may  be 
increased  beyond  £200  where  the  profits  (adjusted  as 
regards  increased  or  decreased  capital)  of  the  accounting 
period  are  less  than  £2,000. 

The  increase  is  required  to  equal  one-fifth  of  the 
difference  between  such  profits  and  £2,000.  If  there 
are  no  profits  the  increase  is  one-fifth  of  £2,000, 
irrespective  of  the  amount  of  loss. 

If  the  standard  exceeds  £500,  the  increase  is  reduced 
by  the  amount  by  which  the  standard  exceeds  £500. 
(Page  5.) 

3.  If  the  period  concerned  is  less  than  a  year  the 
margin  or  allowance,  whether  it  is  £200  or  £200  plus 
an  allowance  under  Rule  2,  is  proportionately  reduced. 
In  such  a  case,  also,  the  "  pre-war  standard  of  profits  " 
is  reduced  in  the  same  proportion.     (Page  10.) 
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Businesses  set  up 
on  or  before  4th 
August,  1914.    - 


Businesses  set  up 
after  4th 
August,  1914. 


4.  The  proportion  of  the  excess  (less  allowance) 
payable  as  duty  is  50  per  cent.,  60  per  cent.,  or  80  per 
cent.,  according  to  the  period  concerned,  viz. — 

50  per  cent,  for  the  first  twelve 
months  from  the  first  day  of  the 
first  accounting  period  (see  Rule 
15),  then 

60  per  cent,  of  any  excess  arising 
to  31st  December,  1916,  then 

^80  per  cent. 

50  per  cent,  for  the  whole  of  any 
accounting  period  ended  on  or 
before  4th  August,  1915, 

60  per  cent,  for  any  subsequent 
accounting  period,  provided  that 

80  per  cent,  is  charged  in  respect  of 
any  excess  arising  after  31st 
December,  1916. 

Where  an  account  covers  part  of  a  50  per  cent,  period 
and  part  of  a  60  per  cent,  period,  or  part  of  a  60  per  cent, 
period  and  part  of  an  80  per  cent,  period,  the  excesses 
or  deficiencies  are  to  be  apportioned  according  to  the 
respective  lengths  of  time.     {Page  12.) 

5.  In  computing  the  tax  due  in  respect  of  the  excess 
of  any  accounting  period,  an  allowance  is  to  be  made  in 
respect  of  any  deficiencies  of  previous  accounting  periods. 
Similarly,  when  a  deficiency  occurs  in  an  accounting 
period,  repayment  is  to  be  made  of  a  corresponding 
amount  of  the  duty  paid  in  respect  of  earlier  periods. 

The  amount  allowed  or  repaid  in  respect  of  any  defi- 
ciency is  to  be  computed  at  50  per  cent.,  if  the  period 
in  which  the  deficiency  occurred  was  subject  to  the 
50  per  cent,  rate,  at  60  per  cent,  if  the  said  period 
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was  subject  to  the  60  per  cent,  rate,  and  at  80  per  cent, 
if  the  said  period  was  subject  to  the  80  per  cent.  rate. 
(Page  23.) 

6.  Where  the  net  result  of  the  three  last  pre-war 
trade  years  has  shown  a  loss,  a  deduction  is  allowed 
from  the  profits  of  the  accounting  period  equal  to  the 
amount  of  the  profits  thereof  which  have  been  applied 
in  extinction  of  that  loss,  provided  that — 

(1)  the  percentage  standard  has  been  adopted;  or 

(2)  that  the  capital  (as  estimated  for  Excess  Profits 
Duty  purposes)  is  a  minus  quantity.     (Page  27.) 

7.  When  a  person  carries  on  two  businesses,  he  is 
allowed  to  set  a  deficiency  in  one  against  an  excess  in 
the  other  if  the  deficiency  and  excess  occur  concurrently. 
(Page  31.) 

8.  Where  a  company  holds  all  the  ordinary  capital 
of  a  second  company  which  the  law  allows  it  to  hold, 
and  both  companies  carry  on  the  same  trade  or  business, 
they  are  to  be  treated  as  one  concern,  the  second 
company  being  regarded  as  a  branch  of  the  first.  (Page 
34.) 

CHAPTER   II 

WHAT    PERSONS    AND    CLASSES    OF    BUSINESS    ARE 
CHARGEABLE 

9   The  persons  chargeable  to  Excess  Profits  Duty  are — 

(a)  Those  who  ordinarily  reside  in  the  United 
Kingdom  (in  respect  of  concerns  owned  or  carried  on 
by  them  in  this  country  or  elsewhere); 

(b)  All  other  persons  (in  respect  of  concerns  carried 
on  in  the  United  Kingdom).     (Page  37.) 

10.  Bodies  poHtic,  corporate,  or  collegiate,  and  com- 
panies, fraternities,  fellowships  or  societies  of  persons 
(whether  corporate  or  not  corporate)  are  chargeable. 
The  trustees,  guardians,  tutors,  curators  or  committees 

23 -(1567) 
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directing  the  affairs  of  persons  under  age  or  of  insane 
persons  are  also  chargeable.     (Page  40.) 

1 1 .  The  business  of  a  firm  is  chargeable  in  one  sum 
irrespective  of  any  other  business  carried  on  by  the 
partners.     {Page  41.) 

12.  Where  a  foreign  person  residing  abroad  carries  on 
business  with  a  person  resident  in  this  country,  and  the 
course  of  business  does  not,  by  reason  of  the  close  con- 
nection between  the  parties,  bring  such  profit  to  the 
resident  as  might  ordinarily  be  expected  to  arise,  the 
actual  profits  arising  to  the  non-resident  out  of  that 
business  may  be  estimated  and  assessed.     [Page  41.) 

13.  Duty  is  chargeable  on  all  trades  or  businesses  of 
any  description,  whether  they  are  continuously  carried 
on  or  not.     (Page  42.) 

14.  Persons  taking  commissions,  also  agents,  are 
expressly  included  in  the  charge.     (Page  43.) 

15.  The  following  sources  of  income  are  not  subject 
to  duty — 

(a)  Husbandry  in  the  United  Kingdom; 

(b)  Offices  or  employments; 

(c)  Professions  whose  profits  are  dependent  mainly 
on  personal  qualifications  and  which  require  little  or 
no  capital. 

(d)  Concerns  which,  by  reason  of  being  unable  to 
pay  debenture  holders  or  creditors,  are  being  carried 
on  by  a  liquidator,  receiver,  or  trustee  under  the 
Court — ^until  provision  has  been  made  for  the  payment 
of  such  creditors,  etc.     (Page  44.) 

CHAPTER  III 

PERIODS    AND    ACCOUNTS    CONCERNED 

16.  The  profits  shown  in  all  accounts  "  made  up  "  (not 
necessarily  formally)  to  dates  later  than  4th  August, 
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1914,  are  required  to  be  reviewed  for  purposes  of  Excess 
Profits  Duty.  The  period  covered  by  such  an  account 
is  called  an  "  accounting  period."     {Page  49.) 

17.  The  closing  day  of  the  accounting  period  may  be 
fixed  by  the  Commissioners  of  Inland  Revenue — 

(a)  Where  accounts  have  not  been  made  up  ior 
any  definite  period; 

(b)  Where  accounts  have  not  been  made  up  for  the 
period  for  which  they  are  usually  made  up  ; 

(c)  Where   a   year   or   more   has   elapsed   without 
accounts  being  made  up. 

The  accounting  period  ended  on  the  day  so  fixed  by 
the  Commissioners  of  Inland  Revenue  may  not  be 
shorter  than  six  months  or  more  than  a  year.     {Page  54.) 

18.  For  purposes  of  comparing  "  during-war  profits  *' 
with  "  pre-war  profits,"  the  last  pre-war  trade  year 
must  be  taken  to  have  ended  when  the  first  "  accounting 
period  "  began.     {Page  57.) 

CHAPTER  IV 

PRE-WAR   STANDARD   OF   PROFITS 

19.  The-  pre-war  standard  of  profits  may  be  arrived 
at  in  either  of  two  ways.  The  first  method  results  in  a 
profits  standard  {Rule  20)  and  the  second  in  a  percentage 
standard  {Rule  24).  The  taxpayer  aims  at  a  high 
standard.     {Page  59.) 

20.  In  order  to  arrive  at  the  profits  standard  the 
taxpayer  selects  two  out  of  the  last  three  pre-war  trade 
years  and  ascertains  their  average  profit.  The  result 
constitutes  the  profits  standard.     {Page  59.) 

21.  In  ascertaining  the  profits  standard  the  profits 
of  pre-war  trade  years  must  be  computed  under  the  same 
rules  under  which  the  profits  of  the  accounting  period 
are  computed.     {Page  60.) 
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22.  The  taxpayer  may  take  as  his  profits  standard  the 
average  profits  of  any  four  out  of  the  last  six  pre-war 
trade  years  where  both  of  the  following  conditions  apply — 

(a)  The  Commissioners  of  Inland  Revenue  must 
be  satisfied  that  the  last  three  pre-war  trade  years 
were  years  of  abnormal  depression; 

(h)  The  average  profits  of  the  last  three  pre-war 
trade  years  must  be  at  least  25  per  cent,  lower  than 
the  average  profits  of  the  three  years  preceding  them. 
{Page  61.) 

23.  Where  the  Commissioners  of  Inland  Revenue  are 
satisfied  that  a  concern  includes  two  or  more  independent 
industries  carried  on  in  separate  establishments  and  with 
substantially  separate  accounts  they  may,  in  computing 
the  profits  standard  for  the  purpose  of  dealing  with  any 
accounting  period  ending  after  31st  December,  1916, 
ignore  losses  made  in  any  pre-war  year  in  any  of  the 
industries.     (Page  62.) 

24.  The  percentage  standard  is  the  "  statutory  per- 
centage "  on  the  capital  of  the  concern  at  the  end  of  the 
last  pre-war  trade  year.     {Page  65.) 

25.  The  percentage  standard  is  usually  adopted  when 
it  is  higher  than  the  profits  standard.     {Page  66.) 

26.  The  statutory  percentage  is  6  per  cent,  in  the  case 
of  a  company  or  other  body  corporate.  It  is  7  per  cent, 
in  other  cases,  except  as  regards  accounting  periods 
ending  after  31st  Dec,  1916,  when  it  is  8  per  cent. 
{Page  67.) 

27.  The  Board  of  Referees  may,  on  appHcation,  order 
the  increase  of  the  statutory  percentage  as  respects  any 
class  of  trade  or  business.  Any  increase  ordered  is  to  be 
in  addition  to  any  increased  percentage  allowed  as 
regards  accounting  periods  ended  after  31st  December, 
1916.     (Rules  26,  33,  and  96.)    The  Referees  may,  on 
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application,  reopen  a  case  and  vary  their  previous  order 
thereon.     (Page  70.) 

28.  The  Board  of  Referees  have  prescribed  the 
procedure  to  be  followed  as  regards  applications  to 
them.     (Page  75.) 

29.  The  Board  of  Referees  may,  on  application,  order 
the  calculation  of  the  percentage  standard  to  be  by 
reference  to  some  factor  other  than  the  capital.  This 
rule  apphes  only  to  a  class  of  trade  or  business  whose 
nature  is  such  that  the  capital  employed  is  small 
compared  with  the  capital  necessarily  at  stake.  (Page  76.) 

30.  The  Board  of  Referees  may,  on  apphcation,  order 
an  alteration  of  the  standard  of  profits  as  regards  a 
business  wholly  or  mainly  carried  on  for  the  purpose 
of  the  manufacture  of  war  materials  or  for  munition 
work.     (Page  77.) 


CHAPTER  V 

NEW    BUSINESS    AND    NEW    PROPRIETORS 

31.  Where  there  have  been  two  pre-war  trade  years 
but  not  three,  the  pre-war  standard  of  profit  is  either  the 
average  profit  of  the  two  years  or  the  profit  of  the  last 
of  them,  at  the  option  of  the  taxpayer.     (Page  80.) 

32.  Where  there  has  been  one  pre-war  trade  year  but 
not  two,  the  pre-war  standard  of  profit  may  be  based 
on  the  one  year's  trading.     (Page  81.) 

33.  Where  there  has  not  been  one  pre-war  trade  year, 
the  percentage  standard  must  be  adopted.  It  must  be 
based  on  the  average  capital  employed  in  the  business 
during  the  accounting  period.  As  regards  any  accounting 
period  ended  after  31st  December,  1916,  3  %  is  added 
to  the  percentage  standard.    (Page  81.) 

34.  In  the  case  of  an  agency  or  a  business  involving 
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capital  of  a  comparatively  small  amount,  which  has  not 
had  three  pre-war  trade  years,  the  three  preceding  rules 
are  set  aside  for  the  following:  The  standard  of  profits 
shall  be  computed  according  to  the  profits  of  any  pre- 
vious business  or  occupation  (of  whatever  nature)  carried 
on  by  the  person  concerned;  if  that  business  has  been 
continued  the  standard  shall  be  computed  according  to 
the  amount  by  which  its  profits  have  diminished. 
(Page  82.) 

35.  Where  a  business  has  changed  ownership  since 
the  commencement  of  the  three  last  pre-war  trade  years, 
the  change  must  be  regarded  as  the  setting  up  of  a  new 
business  unless  the  taxpayer  makes  appUcation  other- 
wise. In  the  latter  case  the  rules  must  be  modified  if 
necessary  in  order  to  make  the  basis  of  the  profits 
standard  the  same  as  the  basis  of  the  computation  of 
the  profits  of  the  accounting  period.     {Page  85.) 

36.  Where  there  has  been  a  change  in  the  constitution 
of  a  partnership,  the  Commissioners  of  Inland  Revenue 
may,  on  the  taxpayer's  appUcation,  allow  such  modifica- 
tion of  the  rules  as  they  think  necessary  to  meet  the  case. 
Further  appeal  may  be  made  to  Referees.     (Page  87.) 

37.  Where  there  has  been  a  change  of  ownership 
during  the  accounting  period  the  Commissioners  of 
Inland  Revenue  have  the  option  of  splitting  this  period 
into  two  parts  according  to  the  respective  ownerships 
or  of  regarding  the  period  as  one  period  of  business 
conducted  by  the  last  owner.     (Page  87.) 

CHAPTER  VI 

THE  COMPUTATION  OF  PROFITS  :  GENERAL  RULES 

38.  In  ascertaining  what  profit  has  been  made,  for  the 
purposes  of  Excess  Profits  Duty,  a  separate  computation 
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is  to  be  made,  irrespective  of  any  computation  required 
for  any  other  purpose.  In  the  absence  of  express  direc- 
tion on  any  matter  the  rules  of  the  Income  Tax  Acts 
are  to  be  observed.     (Page  90.) 

39.  The  profits  of  the  accounting  period,  with  regard 
to  which  Excess  Profits  Duty  is  chargeable,  are  the 
actual  profits  arising  in  that  period,  and  not  the  average 
profits  of  any  other  periods,  nor  even  necessarily  the 
"  book-keeping "  profit  of  the  period  concerned. 
(Page  97.) 

40.  The  amount  to  be  taken  as  profit  for  purposes  of 
Excess  Profits  Duty  is  not  to  include  sums  payable  to 
other  persons  in  the  way  of  interest,  rent,  royalties,  etc. 
The  proprietor's  profit  only  is  to  be  regarded.     (Page  98.) 

4 1 .  Any  profits  arising  from  lands  or  buildings  owned 
by  the  concern  and  used  in  the  business  are  to  be  taken 
into  account.     (Page  100.) 

42.  Income  from  investments  may  not  form  part  of 
the  profits  for  Excess  Profits  Duty  purposes.  Rule  86 
indicates  exceptions  in  the  cases  of  life  assurance  businesses 
and  investment  companies.     (Page  102.) 

43.  Expenditure  for  the  development  of  the  trade  or 
otherwise  in  respect  of  the  business  may  only  be  admitted 
if  it  is  allowed  under  the  Income  Tax  Acts,  and,  even 
then,  only  so  much  thereof  may  be  admitted  as  appears 
to  the  Commissioners  of  Inland  Revenue  to  be  properly 
attributable  to  the  period  in  question.     (Page  105.) 

44.  No  transaction  or  operation  may  serve  to  reduce 
artificially  the  amount  of  the  profits.  No  fictitious  or 
artificial  transaction  may  be  entered  into  with  this 
object.  Notice  is  required  to  be  given  if  this  has 
been  done  before  the  passage  of  the  Act.  A 
penalty  of  £100  may  be  imposed  for  non-compHance. 
(Page  107.) 


360  EXCESS   PROFITS   DUTY 

45.  Where  any  concern  sells  the  particular  assets 
which  it  is  its  business  to  manage,  and  purchases  new 
assets,  the  capital  must  be  taken  to  have  varied  only 
by  the  difference  between  the  selling  price  of  the 
old  assets  and  the  purchase  price  of  the  new  assets. 
(Page  108.) 

CHAPTER  VII 

THE    COMPUTATION    OF    PROFITS  : 

THE    RESTRICTION     OF    DEDUCTIONS    FOR    REMUNERATION 

OF   OFFICIALS 

46.  The  general  rule  is  that  remuneration  allowed  to 
persons  concerned  in  the  management  of  a  business  for 
any  accounting  period  may  not  exceed  the  corre- 
sponding amounts  (or  a  proportionate  part  thereof, 
as  the  case  requires)  allowed  in  the  last  pre-war  trade 
year. 

But  the  Commissioners  of  Inland  Revenue  may 
depart  from  this  rule  in  special  circumstances  or  when 
the  remuneration  depends  on  profits.     (Page  110.) 

47.  If  Rule  46  is  insisted  upon  as  respects  any 
accounting  period  ending  on  or  after  1st  July,  1915,  the 
concern  may  recoup  itself  by  recovery  from  the  director 
or  manager  in  question.  Any  sum  so  recovered  is  to 
be  treated  as  having  been  paid  by  the  director  or 
manager.     (Page  119.) 

48.  Where  a  percentage  standard  has  been  adopted,  the 
Commissioners  of  Inland  Revenue  have  power  to  regard 
any  concern  in  which  the  directors  or  managers  have  a 
controUing  interest  as  a  firm,  and  the  directors,  etc.,  as 
partners.  In  this  case  no  remuneration  drawn  by  them 
may  be  allowed  as  deductions  for  Excess  Profits  Duty 
purposes.     (Page  124.) 
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CHAPTER    VIII 

THE    COMPUTATION    OF    PROFITS  : 
THE    EFFECT   OF   INCOME   TAX   AND    COLONIAL   AND    FOREIGN 

TAXATION  ; 

ALSO  THE  EFFECT  OF  EXCESS   PROFITS  DUTY  ON  THE  INCOME 

TAX    COMPUTATION 

49.  In  computing  liability  to  Excess  Profits  Duty, 
no  allowance  is  to  be  made  on  account  of  any  payment 
of  Excess  Profits  Duty  or  of  Income  Tax.     (Page  127.) 

50.  In  computing  liability  to  Income  Tax,  an 
allowance  is  to  be  made  for  Excess  Profits  Duty. 
The  allowance  will  be  made  against  the  profits  of  the 
year  which  included  the  end  of  the  accounting  period 
concerned.  If  it  has  not  been  practicable  to  make 
the  allowance  in  this  way  the  sum  due  may  be  set 
against  Excess  Profits  Duty  due  or  may  be  repaid. 
(Page  128.) 

51.  In  computing  habihty  to  Income  Tax,  any 
amount  of  Excess  Profits  Duty  repaid  is  to  be  added 
to  the  profits  of  the  year  in  which  the  repayment 
is  received.     (Page  131.) 

52.  Payments  made  on  account  of  foreign  or  colonial 
taxation  may  be  deducted  from  the  profits  for  Excess 
Profits  Duty  purposes.  (See  Rule  53,  however,  as 
regards  Colonial  Excess  Profits  Duty.)     (Page  132.) 

53.  The  Commissioners  of  Inland  Revenue  may  make 
arrangements  with  the  Government  of  any  British  Pos- 
session in  which  an  Excess  Profits  Duty  is  chargeable, 
so  that  a  concern  shall  pay  only  the  amount  of  the  duties 
in  question  (i.e.,  the  home  or  Colonial)  whichever  is 
larger. 

Relief  in  respect  of  Colonial  Excess  Profits  Duty  may 
not  be  claimed  under  both  Rules  52  and  53,  but  a 
concern  may  adopt  whichever  Rule  is  most  advantageous. 
(Page  133.) 
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CHAPTER    IX 

THE    COMPUTATION    OF    PROFITS  : 
LONG   CONTRACTS    AND    MATTERS    IN    SUSPENSE 

54.  The  profits  of  a  contract  which  extends  over  more 
than  one  accounting  period  must  (unless,  owing  to 
special  circumstances,  the  Commissioners  of  Inland 
Revenue  otherwise  direct)  be  properly  apportioned  over 
each  period.     {Page  137.) 

55.  Certain  losses  on  contracts  suspended  owing  to 
the  war  may  be  allowed  against  the  profits  of  Account- 
ing periods  reviewed  for  Excess  Profits  Duty  purposes. 
{Page  139.) 

56.  Doubtful  debts  may  be  valued,  and  any  pros- 
pective loss  written  off  ;  but  the  matter  must  be  very 
clear,  and  any  writing  off  will  be  liable  to  subsequent 
revision.     {Page  142.) 

57.  Matters  in  suspense  by  reason  of  their  connection 
with  enemy  countries,  must  be  left  open  until  the 
termination  of  the  war.     {Page  143.) 

CHAPTER  X 

THE    COMPUTATION    OF    PROFITS  : 
WEAR    AND    TEAR,    OBSOLESCENCE,    POSTPONED    RENEWALS, 

ETC. 

58.  Deductions  for  wear  and  tear,  or  for  expenditure 
of  a  capital  nature  for  renewals,  may  be  allowed  only  so 
far  as  the  Income  Tax  Acts  would  permit,  and  then 
only  if  the  Commissioners  of  Inland  Revenue  consider 
such  deductions  to  be  properly  attributable  to  the  period 
in  question.     {Page  144.) 

59.  The  Finance  Act,  1918,  permits  application  to 
the  Referees  by  a  number  of  persons  who  are  dissatis- 
fied with  the  amount  of  any  Income  Tax  deduction  for 
wear  and  tear.     {Page  151.) 
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60.  The  allowance  made  as  from  1918,  in  respect  of 
the  depreciation  of  certain  buildings,  does  not  vary  the 
Excess  Profits  Duty  charge.     (Page  152.) 

61.  When  obsolete  plant  or  machinery  is  scrapped 
and  replaced,  an  allowance  is  made  equal  to  that  part 
of  the  original  cost  which  is  not  covered  by  deprecia- 
tion allowances  made  for  Income  Tax  purposes  and  by 
the  scrap  value.     (Page  153.) 

62.  Wliere,  as  a  consequence  of  the  war,  the  execu- 
tion of  renewals  or  repairs  is  postponed  in  any  case, 
the  Commissioners  of  Inland  Revenue  may,  on  the 
taxpayer's  application,  allow  such  modification  of 
the  rules  as  they  think  necessary  to  meet  the  case. 
Further  appeal  may  be  made  to  a  Board  of  Referees. 
(Page  155.) 

63.  Where,  as  a  consequence  of  the  war,  there  has 
been  exceptional  depreciation  or  obsolescence  of  assets 
employed  in  the  business,  the  Conunissioners  of  Inland 
Revenue  may,  on  the  taxpayer's  application,  allow  such 
modification  of  the  rules  as  they  think  necessary  to  meet 
the  case.  Further  appeal  may  be  made  to  a  Board  of 
Referees.     (Page  156.) 

64.  Where  it  has  been  necessary,  in  connection  with 
the  war,  to  provide  plant  which  will  not  be  wanted  for 
the  purposes  of  the  business  after  the  termination  of  the 
war,  the  Commissioners  of  Inland  Revenue  may,  on 
the  taxpayer's  application,  allow  such  modification 
of  the  rules  as  they  think  necessary  to  meet  the  case. 
Further  appeal  may  be  made  to  a  Board  of  Referees. 
(Page  161.) 

65.  The  Treasury  may  make  regulations  specifying 
other  special  circumstances  (of  a  similar  kind)  in  which 
a  taxpayer  may  apply  to  the  Board  of  Inland  Revenue 
for  a  modification  of  the  rules  governing  the  computation 
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of   Excess    Profits   Duty.     Appeal    from    the    Board's 
decision  may  be  made  to  a  Board  of  Referees.  (Page  163.) 
Summary  of  Fourth  Schedule  of  Finance  (No.  2)  Act, 
1915.     (Page  165.) 

CHAPTER   XI 

THE  COMPUTATION  OF  PROFITS  :  THE  VALUATION  OF  STOCK 

/. — General  Principle 

66.  The  general  principle  is  that  stocks  should  be 
valued  at  cost  price  or  market  value,  whichever  is  lower. 
(Page  172.) 

//. — General  Modification  : 
Stocks  at  end  of  last  Accounting  Period 

67.  The  value  ftttributed  to  stocks  in  the  account  at 
the  end  of  the  last  Accounting  Period  may  be  compared 
with  the  sums  for  which  such  stocks  are  realized  within 
two  years  after  the  termination  of  the  war.     (Page  173.) 

68.  The  whole  of  the  stocks  in  hand  at  the  end  of  the 
last  Accounting  Period,  and  no  other  stocks,  must  be 
dealt  with  together  in  making  the  adjustment  under 
Rule  67.     (Page  173.) 

///. — Specific  Modification  : 
Industries  with  Base  Stocks  valued  at  Fixed  Prices 

69.  In  certain  cases  (see  Rules  70  to  75)  a  constant 
quantity  of  stocks  may,  for  Excess  Profits  Duty 
purposes,  be  valued  at  a  fixed  price.     (Page  174.) 

70.  Rule  69  covers  stocks  of  raw  or  semi-manu- 
factured goods  which  classes  of  industry  require  to 
keep  for  manufacturing  processes.     (Page  178.) 

71.  The  stocks  in  question  must  be  of  such  an 
imperishable    character    that    a    minimum    quantity 


SUMMARY  OF   RULES  365 

required  for  a  business  could  be  held  untouched  for  a 
long  period.     (Page  179.) 

72.  A  recognized  practice  must  have  obtained,  in  the 
class  of  trade,  of  valuing  a  constant  quantity  at  a 
constant  price.     [Page  179.) 

73.  Where  the  practice  in  question  has  obtained  in  a 
class  of  trade,  any  member  of  that  class  may  be  given 
the  benefit  of  Rule  69,  although  he  himself  has  not 
adopted  the  practice.  But  the  quantity  of  stock  so 
dealt  with  may  not  exceed  the  minimum  amount  held 
at  any  stocktaking  in  the  three  pre-war  trade  years. 
(Page  180.) 

74.  The  balance  of  stock  above  the  minimum  quantity 
dealt  with  in  accordance  with  Rules  69  to  75  may  be 
treated  as  in  Rule  67.     (Page  180.) 

75.  Where  stock  has  been  reduced  below  the  "  con- 
stant quantity,"  profits  on  the  sales  which  have  effected 
this  are  taxable  in  the  ordinary  way. 

But  where  such  stock  is  of  "  a  raw  material  associated 
with  plant  in  a  manufacturing  process,"  the  depletion 
may  be  the  subject  of  a  claim  under  Rule  63  (exceptional 
depreciation  of  the  stock)  or  under  Rule  62  (renewals  of 
stock  postponed).     (Page  180.) 

IV. — Special  Modification  for  Individual  Trader 

76.  Where  a  trader  values  stock  as  in  Rule  72,  but 
either — 

(a)  he  is  not  a  member  of  a  class  which  conforms 
to  both  Rules  70  and  72  ;   or 

(b)  the  stock  does  not  come  within  Rule  71, 

he  must,  for  Excess  Profits  Duty  purposes,  adopt  the 
general  principle  stated  in  Rule  66. 
But  he  may  either — 

(i)  claim  a  deduction  from  the  valuation  in  the 
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last  Accounting  Period,  equal  to  the  difference  at  the 
end  of  the  Standard  Period  between  the  valuation  he 
adopted  and  a  valuation  under  Rule  66  ;   or 

(ii)  revise  his  stock  valuation  for  all  periods  in 
accordance  with  Rule  66,  and  claim  the  concession 
accorded  under  Rules  67  and  68.     (Page  182.) 

CHAPTER   XII 

THE    COMPUTATION    OF    PROFITS  : 
THE    SALE    OR    DISPOSAL    OF   TRADING    STOCK 

77.  Special  rules  exist  as  regards  trading  stock  belong- 
ing, or  formerly  belonging  to  any  trade  or  business, 
which  is  sold  after  22nd  April,  1918,  otherwise  than  in 
the  ordinary  course  of  trade.     {Page  183.) 

78.  In  Rule  77,  "  sale  "  includes — 

(a)  sale  for  a  consideration  other  than  cash  ;   and 

(b)  disposal  otherwise  than  by  way  of  sale  ; 
but  it  does  not  include — 

(c)  disposal  by  way  of  testamentary  disposal. 
{Page  188.) 

79.  Where  stock  has  been  disposed  of  or  sold  for  a 
consideration,  the  value  of  which  cannot  be  easily 
ascertained,  such  stock  is  to  be  deemed  to  have  realized 
the  market  price  of  the  day  on  which  it  was  disposed 
of  or  sold.     {Page  189.) 

80.  Where  the  trading  stock  is  sold  together  with 
other  assets,  the  Commissioners  of  Inland  Revenue  may 
determine  what  part  of  the  consideration  shall  be 
attributed  to  the  trading  stock.  Appeal  may  be  made 
to  the  General  Commissioners  for  the  Division,  or  to 
the  Special  Commissioners  {Rule  114).     {Page  190.) 

81.  In  Rule  77,  "  trading  stock  "  includes — 

{a)  any  goods  such  as  are  sold  in  the  ordinary 
course  of  a  trade  or  business,  whether  in  a  finished 
condition  or  not  :   and 
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(b)  any  raw  or  other  materials  used  in  the  manu- 
facture or  preparation  of  any  such  goods.     {Page  190.) 

82.  If  the  trading  stock  belongs  to  a  trade  or  business 
existing  at  the  time  of  sale,  the  profit  on  such  sale  is 
deemed  to  arise  from  the  business.     {Page  191.) 

83.  If  the  business  to  which  the  trading  stock  belonged 
has  ceased  at  the  time  of  sale,  it  is  nevertheless  deemed 
to  have  been  carried  on  up  to  and  including  the  time  of 
sale.  In  this  case  the  Accounting  Period  is  to  be 
determined  by  the  Commissioners  of  Inland  Revenue. 
{Page  192.) 

84.  Where  the  business  has  ceased  and  Rule  83 
operates,  the  person  by  whom  authority  the  trading 
stock  is  sold  is  deemed  to  be  the  person  carrying  on  the 
business  and  is  liable  to  pay  the  duty. 

This  may  apply  to  the  owner,  agent,  liquidator, 
trustee,  receiver,  or  other  person  acting  in  a  similar 
capacity,  who  authorizes  the  sale.     {Page  193.) 

85.  After  the  14th  May,  1918,  no  person  may  dispose 
of  trading  stock  other  than  by  way  of  sale,  unless  he 
has  previously  made  provision  to  the  satisfaction  of 
the  Commissioners  of  Inland  Revenue  for  securing  the 
payment  of  any  Excess  Profits  Duty  which  may  be 
chargeable. 

Any  disposal  of  stock  in  contravention  of  this  rule 
is  void  and  of  no  effect.     {Page  193.) 

CHAPTER  XIII 

THE  COMPUTATION  OF  PROFITS  : 
RULES  FOR  SPECIAL  CONCERNS 

86.  In  the  case  of  Hfe  assurance  businesses  and 
investment  companies,  the  income  from  investments  is 
to  be  taken  into  account.  Adjustments  are  to  be  made 
in  respect  of  variation  in  the  value  of  investments  which 
is  not  due  to  a  variation  of  profit;  also  in  respect  of 
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Excess  Profits  Duty  having  been  paid  by  or  repaid  to 
the  company  with  whom  the  investment  was  made. 
{Page  195.) 

87.  The  industrial  undertakings  of  a  Local  Authority 
are  to  be  regarded  as  separate  businesses,  but  the  results 
are  to  be  aggregated.  Sums  required  to  be  raised  by  the 
undertakings  for  sinking  fund  purposes  are  to  be  allowed 
as  deductions  from  profits.     {Page  198.) 

88.  The  liability  of  an  Industrial  and  Provident 
Society  is  computed  by  ascertaining  by  how  much  the 
profits  per  member  in  the  accounting  period  exceeded 
the  profits  per  member  in  the  pre-war  period  taken  as 
the  basis  of  the  standard  of  profits,  and  by  multiplying 
the  excess  by  the  number  of  members  in  the  accounting 
period.  As  regards  accounting  periods  ending  after 
31st  December,  1916,  an  alternative  method  of  compu- 
tation is  permitted,  viz.,  the  ascertaining  of  any  excess 
on  transactions  with  non-members  by  the  ordinary 
rules,  and  the  ascertaining  of  any  excess  with  members 
by  reference  to  increased  profits  per  pound  of  turnover. 
There  are  restrictions  as  regards  allowances  for 
deficiencies  when  this  alternative  is  adopted.  {Page  199.) 

CHAPTER  XIV 

THE    ESTIMATION    AND    EFFECT    OF    THE    AMOUNT    OF 
CAPITAL   EMPLOYED 

89.  In  estimating  capital  for  Excess  Profits  Duty 
purposes,  no  account  may  be  taken  of  assets  the  income 
on  which  is  ignored  in  estimating  profits.     {Page  209.) 

90.  In  estimating  capital,  account  may  be  taken  of 
the  money  employed  in  the  business,  even  though  it 
represents  profits  accumulated  in  previous  (but  not  the 
present)  accounting  period.     {Page  210.) 

91.  In  estimating  capital,  assets  acquired  by  purchase 
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are  to  be  taken  at  their  purchase  price  (less  any  part 
thereof  which  has  not  been  paid),  subject  to  proper 
deductions  for  wear  and  tear  or  replacements.  When 
the  price  was  not  paid  in  cash  it  must  be  taken  as  the 
value  of  the  consideration  given  at  the  time  of  purchase. 
{Page  212.) 

92.  In  estimating  capital,  assets  which  have  not  been 
acquired  by  purchase  are  to  be  taken  at  their  value  when 
they  were  acquired,  subject  to  any  proper  deductions 
for  wear  and  tear  or  replacement.     {Page  214.) 

93.  In  estimating  capital,  debts  owing  to  the  concern 
are  to  be  included.  Their  value  is  declared  to  be  their 
nominal  amount  less  the  amount  of  any  allowance  made 
therefrom  for  Income  Tax  purposes.     {Page  214.) 

94.  For  the  purpose  of  computing  the  Percentage 
Standard  (Rule  24)  the  existing  capital  may  be  increased 
by  the  amount  of  decreases  in  capital  by  reason  of  trading 
losses  during  the  last  six  pre-war  years.    {Page  215.) 

95.  Where  the  shares  of  a  company  are  mainly  held 
by  the  person  who  owned  the  business  before  it  became 
a  company,  the  goodwill  of  the  business  is  not  (except 
in  special  circumstances)  to  be  reckoned  as  capital  for 
Excess  Profits  Duty  purposes.     {Page  216.) 

96.  Where  the  capital  has  increased,  a  deduction  is 
made  from  the  profits  of  the  accounting  period 
equivalent  to — 

the  statutory  percentage  per  annum  on  the 
amount  of  the  increase,  for  the  purposes  of  any 
accounting  period  ended  on  or  before  31st  December, 
1916.  or— 

three  per  cent,  more  than  the  statutory  percentage 
per  annum  on  the  amount  of  the  increase,  for  the 
purposes  of  any  accounting  period  ending  after  31st 
December,  1916.    {Page  217.) 

24— (1567) 
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97.  Where  the  capital  has  decreased,  an  addition  is 
made  to  the  profits  of  the  accounting  period  equivalent 
to  the  original  statutory  percentage  per  annum  on  the 
amount  of  the  decrease.  This  percentage  is  increased 
neither  with  the  increased  percentage  granted  to  con- 
cerns other  than  companies  (Rule  26),  nor  with  the 
increased  percentage  grants  in  respect  of  increased 
capital  (Rule  96).   (Page  224.) 

98.  Where  capital  was  introduced  after  1st  August, 
1911,  but  was  unremunerative  or  not  fully  remunerative 
until  the  accounting  period,  an  appropriate  addition 
may  be  made  to  the  profits  standard. 

As  regards  accounting  periods  ending  after  31st 
December,  1916,  this  rule  applies  to  capital  introduced 
after  1st  August,  1908.    (Page  226.) 

CHAPTER  XV 

SPECIAL    PROVISIONS    REGARDING    SHIPPING   AND 
THE    PURCHASE    AND    SALE    OF    SHIPS 

1915  Legislation 
See  Rule  45. 

1916  Legislation 

99.  The  Standard  of  Profits  which  attached  to  the 
ship  in  the  hands  of  the  vendor  (profits  standard  or  per- 
centage standard,  as  it  happened  to  be)  shall  continue 
to  be  attached  to  the  ship  while  in  the  new  ownership. 
(Page  231.) 

100.  If  the  vendor  owned  other  ships,  so  that  the  ship 
sold  was  joined  with  others  as  regards  the  standard  of 
profits,  the  standard  must  be  apportioned  between  the 
ship  sold  and  the  rest  of  the  ships.     (Page  232.) 

101.  The  adjustments  for  alterations  in  capital  required 
under  Rules  96  to  98  do  not  apply.     Any  differences 
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(between  the  apportioned  capitals  (Rule  100)  and  actual 
capitals)  which  arise  out  of  variations  in  loans,  etc.,  are 
to  be  met  by  the  necessary  adjustments.  Differences 
arising  out  of  the  purchase  or  sale  are  to  be  disregarded. 
{Page  235.) 

102.  In  applying  Rule  58  (allowance  for  depreciation) 
and  Rule  63  (allowance  for  loss  of  capital  through 
exceptional  depreciation  or  obsolescence  in  consequence 
of  the  war)  no  allowance  shall  be  made  larger  because 
the  purchase  price  exceeds  what  was  the  capital 
value  of  the  ship  in  the  hands  of  the  vendor.  (Page 
240.) 

103.  The  Commissioners  of  Inland  Revenue  may 
require  the  vendor  to  give  such  information  to  them- 
selves and  to  the  purchaser  as  they  think  necessary 
in  order  to  enable  these  rules  to  be  carried  out. 
(Page  241.) 

1917  Legislation 

104.  Duty  continues  to  be  payable  in  respect  of  any 
excess  arising  from  the  business  of  shipping,  whether 
before  or  after  1st  January,  1917.  But  no  allowance 
may  be  made  in  respect  of  any  loss  or  deficiency  arising 
from  such  business  after  that  date  except  for  such 
deficiency  as  would  arise  had  the  percentage  standard 
been  adopted.     (Page  242.) 

105.  Where  the  1st  January,  1917,  does  not  constitute 
the  commencement  of  an  accounting  period,  the  profit 
of  the  period  covering  that  date  must  be  apportioned  by 
reference  to  the  number  of  months,  or  fractions  of 
months,  which  fall  before  and  after  the  said  1st  January, 
1917.     (Page  244.) 

106.  When  a  shipping  business  is  only  part  of  the 
business  which  is  carried  on — 
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(a)  if  such  part  is  carried  on  merely  as  ancillary 
to  the  other  (which  is  the  principal)  business,  the 
restriction  in  Rule  104  does  not  apply  ; 

{b)  if  the  non-shipping  portion  of  the  business  is 
ancillary  to  the  shipping  portion,  the  restriction  in 
Rule  104  applies  to  the  entire  business  ; 

(c)  if  neither  (a)  nor  (6)  apply,  the  Commissioners 
shall  apportion  any  deficiency  or  loss  so  as  to  allow 
the  portion  not  arising  from  the  shipping  business. 
(Page  245.) 

CHAPTER   XVI 

RETURNS,    ASSESSMENTS,    APPEALS,    AND    GENERAL 
PROCEDURE 

107.  Persons  chargeable  (including  liquidators  of  com- 
panies) are  required  to  give  notice  within  two  months 
after  the  termination  of  the  accounting  period  for  which 
a  charge  should  be  made  unless  they  have  given  notice 
on  a  previous  occasion.     {Page  247.) 

108.  The  Commissioners  of  Inland  Revenue  may  re- 
quire returns  to  be  furnished  within  two  months,  also 
such  other  particulars  as  they  may  require.     (Page  249.) 

109.  In  the  case  of  a  Hable  company  being  wound  up 
the  Hquidator  must  give  notice  and  set  aside  a  sufficient 
sum  to  meet  the  duty.     (Page  249.) 

110.  The  duty  shall  be— 

(a)  Assessed  by  the  Commissioners  of  Inland 
Revenue; 

(b)  Payable  at  any  time  after  two  months  from  the 
date  of  assessment;  the  Commissioners  may  permit 
payment  by  instalments; 

(c)  Paid  in  advance  (or  a  sum  on  account  thereof) 
where  the  taxpayer  desires;  the  Treasury  shall  fix 
the  rate  of  interest  to  be  allowed  at  the  time; 
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{d)  Recoverable  as  a  debt  to  the  Crown,  also  (if  less 
than  £50)  summarily  as  a  civil  debt.     {Page  250.) 

111.  The  Treasury  may  make  regulations  for  the 
acceptance  of  war  stock  and  bonds  in  satisfaction  of 
Excess  Profits  Duties  and  Munitions  Levies.   {Page  252.) 

112.  Duty  may  be  assessed  on  the  person  owning  or 
carrying  on  the  business  at  the  time  of  assessment,  or 
on  his  agent,  or  (where  the  business  has  ceased)  on  the 
person  last  owning  it  or  carrying  it  on,  or  his  agent. 
{Page  253.) 

113.  In  cases  other  than  those  of  individuals  charged 
in  their  own  names — 

{a)  Firms  are  to  be  charged  in  one  sum;  returns 
are  to  be  made  by  the  precedent  acting  partner  (or 
by  the  agent,  etc.,  where  no  partner  resides  in  the 
United  Kingdom) ;  returns  may  be  required  from  all 
partners. 

{b)  Companies  and  other  bodies  are  chargeable  in 
the  names  of  their  secretaries  or  other  officers. 

(c)  Infants  and  lunatics  are  chargeable  in  the  names 
of  their  trustees,  guardians,  committees,  etc. 

{d)  Persons  resident  abroad  are  chargeable  in  the 
names  of  their  agents  resident  in  this  country.  {Page 
254.) 

114.  Appeal  may  be  made  to  the  General  or  Special 
Commissioners  of  Income  Tax,  and  may,  on  a  point  of 
law,  be  carried  to  the  High  Court.  Duty  may  be  re- 
quired to  be  paid  notwithstanding  any  appeal;  imme- 
diate repayment  is  to  be  made  where  necessary.  {Page 
255.) 

115.  The  penalty  for  failure  to  give  notice  of  liability 
or  to  furnish  a  proper  return  or  other  particulars  re- 
quired, is  a  fine  not  exceeding  £100  and  £10  for  every 
day  during  which  the  default  continues  after  conviction. 
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A  fine  not  exceeding  £100  may  be  imposed  in  respect  of 
attempted  evasion  of  liability  by  means  of  a  fictitious  or 
artificial  transaction,  or  for  failure  to  reveal  any  such 
transaction  entered  into  before  the  passage  of  the  Act. 
{Page  257.) 

1 16.  Secrecy  is  imposed  on  all  officials  dealing  with 
the  assessment  and  collection  of  Excess  Profits  Duty. 
(Page  259.) 

117.  The  Surveyor  of  Taxes  may  make  use  of  informa- 
tion and  documents  relating  to  the  Income  Tax  assess- 
ments on  persons,  etc.,  concerned.  He  may  have  access 
to  all  papers  furnished  to  the  Commissioners  to  whom 
appeal  is  made  against  an  Excess  Profits  Duty  assess- 
ment. Notices  to  the  Board  may  be  sent  to  him. 
(Page  259.) 

118.  Forms,  assessments,  etc.,  shall  be  as  required  by 
the  Commissioners  of  Inland  Revenue.  Proceedings  are 
not  void  for  want  of  form,     (Page  260.) 

1 19.  The  Commissioners  of  Inland  Revenue  may  make 
regulations  with  respect  to  the  assessment  and  collection 
of  the  duty  and  the  hearing  of  appeals.     (Page  260.) 

CHAPTER   XVII 

EXAMPLES 


Part    II. — Establishments    Controlled    under 
THE  Munitions  of  War  Acts 

CHAPTER  XVIII 

LEVIES    UNDER    THE    MUNITIONS    OF    WAR    ACTS    IN    RESPECT 

OF    PROFITS    ARISING    FROM    THE    DATE    OF    CONTROL 

TO    31ST    DECEMBER,    1916 

120.  The  Minister  of  Munitions  had  power  to  order  that 
any  establishment  in  which  munitions  work  is  carried 
on  should  be  subject  to  special  provisions  as  to  the 
Hmitation  of  profits,  as  from  a  date  specified  by  him 
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when    declaring    the    estabHshment    "  controlled,"    to 
31st  December,  1916.     (Page  295.) 

121.  Of  the  profits  of  any  period  during  which  an 
establishment  is  under  control  (but  not  as  regards 
profits  arising  after  31st  December,  1916) — 

an  amount  exceeding  the  '*  standard  "  of  profit  by 

20  per  cent,  is  declared  to  be  the  amount  of  profits 

divisible    (i.e.,    remaining    at    the    disposal    of    the 

proprietors  so  far  as  the  Munitions  of  War  Acts  are 

concerned)  ; 

the  balance  is  to  be  paid  into  the  Exchequer.     (Page 

297.) 

1 22.  The  standard  is  the  average  profit  of  the  establish- 
ment's two  financial  years  last  completed  before  4th 
August,  1914,  or  a  special  standard  may  be  granted. 

Procedure  before  2nd  Procedure  from  2nd 

Aug..  1917.  Aug.,  1917. 

This    standard    may    be  If   agreement   cannot   be 

varied  by  agreement  or  by      reached  with  the  Commis- 
the  Referees.  sioners  of  Inland  Revenue, 

the  matter  may  be  referred 
to  the  Minister  of  Munitions 
and  then  (if  desired)  to  the 
Referees.  [See  Rule  130.) 
(Page  298.) 

123.  The  standard  may  be  increased  by  8  per  cent, 
interest  on  the  amount  of  any  additional  capital  used  in 
the  estabHshment,  or  (where  the  output  has  increased) 
by  the  amount  considered  by  the  Minister  of  Munitions 
(or  the  Commissioners  of  Inland  Revenue)  to  afford  a 
reasonable  return  in  respect  of  the  additional  output. 
The  establishment  may  select  the  more  favourable  of 
these  two  allowances.  The  allowance  may  be  in 
addition  to  or  in  Heu  of  the  20  per  cent,  referred  to 
in   Rule    121,   according  as   the  Minister  may  direct. 
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Procedure  before  2nd  Procedure  from  2nd 

Aug.,  1917.  Aug.,  1917. 

The  powers  of  the  Minis-  If   agreement   cannot   be 

ter  may  be  exercised  by  the      reached  with  the  Commis- 
Referees  on  appeal.  sioners  of  Inland  Revenue, 

the  matter  may  be  referred 
to  the  Minister  of  Munitions 
and  then  (if  desired)  to  the 
Referees.  {See  Rule  130.) 
{Page  299.) 

124.  In  computing  profits  deductions  are  allowed  for 
**  proper  selling,  office,  or  other  expenses,"  but  not  for 
Income  Tax,  interest,  or  in  respect  of  assets  not 
employed  in  the  establishment  whose  profits  are  being 
considered.     (Page  301.) 

125.  In  computing  the  profits  for  any  period  of 
assessment  to  the  Munitions  Levy,  appropriate 
adjustments  may  be  made  for — 

(i)  exceptional  wear  and  tear; 

(ii)  capital  expenditure  for  munitions  work  purposes; 
(iii)  exceptional  services  rendered  by  the  controlled 
owner; 

(the  above  by   addition  to   the  standard  or 
deduction  from  profits); 
(iv)  the  probable  value,  when  control  ceases,  of  matters 
remaining  from  expenditure  for  munitions  work 
purposes; 
(v)  increased   remuneration   to    managers,    etc.,    or 
other  operations  whereby  profits  are  decreased 
(from  2nd  Aug.,  1917,  Rule  47  appHes  to  Muni- 
tions Levy  computations,  i.e.,  the  power  accorded 
to  the  owner  of  recouping  himself  for  the  dis- 
allowance of  increased  remuneration  by  recovery 
from  the  director  or  manager  in  question)  ; 
(the  above  by  deduction  from  the  standard  or 
addition  to  profits); 
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(vi)  special  arrangements  between  the  Government 

and  the  estabhshment; 

(vii)  any   other    matter    appearing   material   to   the 

Minister  of  Munitions  (or  to  the  Commissioners 

of  Inland  Revenue)  or  to  the  Referee; 

(the  above  to  increase  or  decrease  the  excess 

above  the   standard,  according  to  the  facts). 

Procedure  before  2nd  Procedure  from  2nd 

Aug..  1917.  Aug.,  1917. 

The  adjustments  referred  Any  of  the  above  adjust- 

to  may  be  reviewed  in  com-  ments  which  cannot  be 
puting  the  profits  of  the  finally  determined  within 
last  period  of  control.  the    assessable    period    are 

required  to  be  determined 
(and  provisional  allowances 
adjusted)  at  the  same  time 
as  allowances  under  Rule  63. 
{Page  301.) 

126.  The  Minister  of  Munitions  (or  the  Commissioners 
of  Inland  Revenue)  or  the  Referee  may  permit  or  require 
the  profits  or  losses  of  any  other  establishments  belonging 
to  the  same  owner  to  be  brought  into  account  for 
Munitions  Levy  purposes.  Conversely,  a  part  only  of 
an  establishment  may  be  brought  into  account. 

Procedure  from  2nd 
Aug..  1917. 

The  Commissioners  of  In- 
land Revenue  may  require 
any  establishments  in  which 
the  same  person  has  a  con- 
trolling or  preponderating 
interest  to  be  treated  as 
belonging  to  the  same  owner. 
{Page  305.) 

127.  Unless  it  is  directed  otherwise  by  the  Minister  of 
Munitions  (or  by  the  Commissioners  of  Inland  Revenue), 

the  accounts  covering  any  period  of  assessment 
are  to  be  made  up  similarly  (as  regards  dates  and 
basis)  to  those  for  the  standard  period; 
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where  an  account  covers  a  controlled  period  and  a 
non-controlled  period,  the  profits  are  to  be  apportioned 
between  them  according  to  their  respective  lengths 
of  time; 

no  period  of  assessment  may  be  longer  than  one  year. 
The  Minister  (or  Commissioners)  may  fix  the  opening  and 
closing  dates  of  a  period  whenever  it  is  considered 
necessary  to  do  so.   (Page  306.) 


CHAPTER  XIX 

LEVIES    UNDER    THE    MUNITIONS    OF    WAR    ACTS    IN    RESPECT 

OF    PROFITS    ARISING   FROM    THE    DATE    OF    CONTROL 

TO    31ST   DECEMBER,    1916    (CONTINUED) 

128.  The  Minister  of  Munitions  (or  the  Commissioners 

of  Inland  Revenue)  may  call  for  any  information  desired 

for  the  purpose  of  his  (or  their)  powers  and  duties.  Such 

audited  accounts  and  particulars  as  may  be  required  with 

a  view  to  determining  the  standard  must  be  furnished 

within  six  weeks  of  the  requirement .     Similar  particulars 

with  regard  to  every  period  of  assessment  must  be 

supphed  within  three  months  from  the  end  of  that 

period. 

Further  Rules  of 
Procedure  from  2nd 

Aug.,  1917. 
The  Commissioners  of  In- 
land Revenue  may  require 
returns  and  such  other  par- 
ticulars as  they  desire  to 
be  furnished  within  two 
months.  Officers  of  the 
Commissioners  may  make 
use  of  documents,  etc.,  fur- 
nished in  connection  with 
Income  Tax,  Excess  Profits 
Duty,  or  Munitions  Levy. 
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All  books  and  plant,  etc.,  may  be  examined  by  an 
accountant  nominated  by  the  Minister  or  the  Commis- 
sioners ;  the  Referee  is  required  to  determine  any 
difference  as  to  the  necessity  of  any  action  proposed  in 
this  connection  ;  any  notice  may  be  served  by  registered 
post.     (Page  309.) 

129.  Procedure  is  outlined  as  follows  as  regards 
assessments — 


Procedure  before  2nd 

Aug..  1917. 
The  Minister  of  Muni- 
tions is  required  to  issue 
notices  of  proposals  as  re- 
gards the  amounts  to  be 
taken  as  the  standard  and 
profits  of  assessing  periods. 
In  the  absence  of  objection 
within  fourteen  days  the 
amounts  are  deemed  to  be 
agreed. 


Procedure  from  2nd 
Aug.,   1917. 

The  Commissioners  of  In- 
land Revenue  are  required 
to  assess  the  levy  and  to 
give  notice  personally  or  by 
post.  They  may  make  ad- 
ditional assessments  within 
three  years  from  the  date  of 
the  first  assessment.  They 
may  assess  to  the  best  of 
their  judgment  when  no 
return  is  made  or  the  return 
is  considered  incorrect.  All 
amounts  agreed  upon  be- 
tween the  controlled  owner 
and  the  Minister  of  Muni- 
tions are  to  be  adopted  by 
the  Commissioners,  both  as 
regards  the  standard  and 
any  allowances,  etc.  [Page 
313.) 

130.  Procedure    is    outlined    as  follows   as    regards 


appeals — 

Procedure  before  2nd 

Aug.,  1917. 
Objection  may  be  made 
within  14  days  and  in  the 
event  of  continued  disagree- 
ment the  matter  may  be 
remitted  to  the  Referee  who 
may  increase  or  decrease 
the  amounts  proposed. 


Procedure  from  2nd 
Aug.,   1917. 

Objection  may  be  made 
within  30  days  of  the  notice. 
In  the  event  of  continued 
disagreement  the  matter 
may  be  remitted  for  decision 
as  follows — 

To  the  Minister  of  Muni- 
tions   when   the    ground    is 
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(a)  the  non-allowance  by 
the  Commissioners  of  a 
standard  other  than  that 
computed  in  the  normal 
manner  {Rule  122)  or  the- 
insufficiency  of  such  stan- 
dard; 

(b)  the  absence  or  insuffi- 
ciency of  allowances  under 
Rule  125,  iii,  v,  vi  or  vii 
or  Rule  123; 

{c)  the    departure    by    the 
Commissioners   from   any 
agreement  made  with  the 
Minister. 
To  the  Referee — 
{d)  in  cases  under  (a),  (6)  or 
(c)  where  objection  to  the 
Minister's  decision  is  ex- 
pressed within  30  days; 
(e)  in  other  cases  of  objec- 
tion. 
A  case  may  be  taken  to  the 
High  Court  on  a  question  of 
law.     {Page  315.) 

131.  Temporary  rules  of  procedure  were  drawn 
up  as  regards  assessments  made  by  the  Minister  of 
Munitions  but  not  collected  at  the  time  (2nd  August, 
1917)  of  the  transfer  of  jurisdiction  to  the  Commissioners 
of  Inland  Revenue.     (Page  320.) 

132.  Two  members  of  a  Board  of  Referees  (appointed 
by  the  Minister  of  Munitions)  may  constitute  a  quorum. 
Any  decision  given  is  conclusive  (but  see  Rule  130). 
Provision  is  made  for  the  remuneration  of  Referees,  and 
for  the  controlled  owner  to  bear  the  cost  of  an 
unreasonable  application  to  the   Referees  as  regards 

(a)  the  inclusion  of  the  profits  or  losses  of  other 
concerns  in  the  same  ownership  (Rule  126); 
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(b)  the  substitution  of  a  standard  other  than  that 
computed  in  the  normal  manner  (Rule  122).     (Page  322.) 

133.  Procedure  as  regards  payment — 

Procedure  before  2nd  Procedure  from  2nd 

Aug..   1917.  Aug.,   1917. 

Payment  must  be  made  Payment  must  be  made 

within  14  days  of  the  deter-  within  2  months  of  the  date 
mination  of  the  amount  of  assessment.  The  Levy  is 
payable,  unless  an  extension  recoverable  as  a  debt  due 
of  time  is  allowed  by  the  to  the  Crown,  and  also,  if 
Minister  of  Munitions.  The  less  than  ;^50,  summarily  as 
Minister  may  require  a  pro-  a  civil  debt.  It  is  payable 
visional  payment  to  be  made  notwithstanding  that  any 
before  the  liability  is  deter-  appeal  or  reference  is  being 
mined.  Repayment  is  to  made,  but  repayment  must 
be  made  if  necessary  to  give  be  made  subsequently  to 
effect  to  Rule  125  {procedure  give  effect  to  any  decision. 
before  2nd  Aug.,  1917).  The  Commissioners  of  In- 

land Revenue  may  permit 
payment  by  instalments. 
They  may  accept  deposits 
to  meet  payments  becoming 
due  thereafter,  and  allow 
interest  thereon.  {Page  324.) 

134.  The  Minister  of  Munitions  has  made  regulations 
under  date  15th  September,  1914,  and  amended  regula- 
tions under  date  30th  March,  1917,  duly  presented  to 
Parliament.  The  Commissioners  of  Inland  Revenue 
have  made  regulations  under  date  3rd  August,  1917, 
{Page  326.) 

135.  For  failure  to  deliver  any  information  required 
by  the  Minister  of  Munitions  (or  the  Commissioners  of 
Inland  Revenue)  or  to  comply  with  any  of  the  pro- 
visions of  the  Munitions  of  War  Act,  1915,  or  the  Rules, 
a  fine  not  exceeding  £50  may  be  imposed  by  the  muni- 
tions tribunal  for  each  offence.  This  fine  may  also 
be  imposed  on  officers  of  a  company  knowingly  parties 
to  the  offence.     For  false  statements,  three  months' 
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imprisonment  or  a  fine  not  exceeding  £50  may  be 
imposed  on  the  person  concerned  by  process  under  the 
Summary  Jurisdiction  Acts. 

Procedure  from  2Nn 
Aug.,  1917. 

The  penalty  for  failure  to 
furnish  a  proper  return  or 
other  particulars  required  is 
a  fine  not  exceeding  ;^100 
and  ;^10  for  every  day  during 
which  the  default  continues 
after  conviction.  {Pa^e  332.) 

136.  The  Acts  provide  for  the  abrogation  of  any  Act 
or  other  legal  requirement  so  far  as  it  would  prevent 
compliance  with  the  section  imposing  the  levy.  They 
further  bind  officials  to  secrecy  and  permit  other  Govern- 
ment Departments  to  perform  any  duties  imposed  on 
the  Ministry  of  Munitions.     (Page  334.) 


CHAPTER   XX 

THE    COMBINED    EFFECT    OF    MUNITIONS    ACT    LEVIES 

AND    EXCESS    PROFITS    DUTY   CHARGES 

AND    TRANSFER    OF   JURISDICTION 

137.  As  regards  profits  arising  from  the  date  of  control 
to  31st  December,  1916,  the  HabiHty  of  controlled 
concerns  by  way  of — 

(a)  Munitions  Acts  Levies,  and 

(6)  Excess  Profits  Duty 
is  whichever  is  larger  of  the  sums  payable  under  (a)  or 
(b)  if  each  is  computed  separately.  Any  payment  under 
one  head  may  be  set  against  habihty  under  the  other 
head.  As  regards  profits  arising  after  31st  December, 
1916,  the  Munitions  Acts  Levies  cease  to  exist.  Excess 
Profits  Duty  remains  chargeable.  The  profits  of 
accounts   covering    periods    before    and     after     31st 


SUMMARY   OF   RULES  383 

December,   1916,  must  be  apportioned  according  to  the 
lengths  of  the  respective  periods.     {Page  336.) 

138.  From  the  date  (2nd  Aug.,  1917)  of  the  passing 
of  the  Finance  Act,  1917,  all  undischarged  hability  (to 
31st  December,  1916)  to  the  Munitions  Levy  is  to  be 
assessed  and  collected  by  the  Commissioners  of  Inland 
Revenue  instead  of  by  the  Minister  of  Munitions. 
{Page  339.) 

139.  Rules  49  to  51  apply  also  to  Munitions  Acts* 
Levies,  both  as  to  the  prohibition  of  deductions,  in 
computing  liabiHty  to  Excess  Profits  Duty,  for  sums 
paid  as  Munitions  Acts'  Levies,  and  as  to  the  allowance 
of  such  sums  in  computing  liabiHty  to  Income  Tax, 
{Page  341.) 

140.  In  the  case  of  controlled  concerns,  any  applica- 
tions regarding  Excess  Profits  Duty  under  Rules  62  to 
65  are  to  be  referred  to  the  Referees  appointed  under 
the  Munitions  Acts  {Rule  132)  and  not  to  the  Referees 
appointed  by  the  Treasury.     {Page  341.) 

Part  III. — Excess  Mineral  Rights  Duty 


CHAPTER  XV 

EXCESS    MINERAL    RIGHTS    DUTY 

141.  Excess  mineral  rights  duty  is  chargeable  where  the 
rent  payable  for  the  right  to  work  minerals,  or  in  respect 
of  any  mineral  wayleaves,  varies  according  to  the  price 
of  the  minerals.     {Page  343.) 

142.  No  duty  is  chargeable  where  the  right  or  way- 
leave  is  part  of  the  assets  of  the  trade  or  business  of  the 
person  receiving  the  rent.     {Page  344.) 

143.  The  duty  payable  is  50  %,  60  %>  or  80  %  of  the 
excess  of  the  rent  of  the  accounting  year  over  the  pre- 
war  standard   of  rent.    The  accounting  year  is  any 
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working  year  ending  after  4th  August,  1914.  As  regards 
any  accounting  year  for  the  whole  or  part  of  which  duty 
at  80  %  is  payable,  the  duty  is  required  to  be  restricted, 
if  necessary,  so  that  the  actual  rent  in  the  year  is  not 
reduced  thereby  below  the  actual  average  rent  in  the 
pre-war  standard  years.  If  the  former  is  less  than  the 
latter  no  duty  is  payable.     {Page  344.) 

144.  The  pre-war  standard  of  rent  is  the  average  of 
any  two  of  the  three  last  pre-war  rent  values,  selected 
by  the  taxpayer.  Where  the  minerals  have  not  been 
worked  or  the  wayleaves  have  not  been  let  in  those 
years,  or  where  there  are  no  proper  data,  the  Commis- 
sioners of  Inland  Revenue  may  fix  the  standard,  subject 
to  appeal.     (Page  346.) 

145.  The  pre-war  rent  value  for  each  of  the  three 
years  is  the  amount  which  the  rent  of  the  accounting 
year  would  equal  if  it  were  based  on  the  average  prices 
governing  the  rent  in  the  year  concerned.     {Page  347.) 

146.  Any  amount  payable  (in  the  accounting  year) 
by  the  lessee  of  the  minerals  or  wayleaves  to  a  superior 
lessor,  must  be  deducted  from  the  rent  receivable  by  the 
lessee,  and  a  corresponding  deduction  must  be  made  in 
computing  pre-war  rent  values.     {Page  348.) 

147.  The  duty  is  payable  in  addition  to  any  mineral 
rights  duty.  Any  increment  value  duty  payable 
annually  is,  when  paid,  to  be  treated  as  a  deduction 
from  the  rent  payable  in  the  year  in  which  that  duty  is 
paid;  a  corresponding  deduction  must  be  made  in 
computing  the  pre-war  standard  of  rent.     {Page  349.) 

148.  The  duty  is  to  be  assessed  by  the  Commissioners 
of  Inland  Revenue,  subject  to  appeal.  It  is  recoverable 
as  a  debt  due  to  the  Crown.  Returns  may  be  required. 
(Page  349.) 


APPENDIX  I 

PROVISIONS    CONTAINED    IN    THE    INCOME    TAX    ACTS 
AND  MADE  APPLICABLE  TO  EXCESS  PROFITS  DUTY 

High  Court  Cases. 

Taxes  Management  Ad,  1880  (43  and  44  Vict, 
c.  19),  s.  59,  made  applicable  by  Finance  (No.  2) 
Act,  1915,  s.  45  (5),  page  256,  which  see. 

(1)  Immediately  upon  the  determination  of  any 
appeal  under  the  Income  Tax  Acts  by  the  General 
Commissioners,  or  by  the  Special  Commissioners,  or 
any  appeal  under  the  Acts  relating  to  the  Inhabited 
House  Duties  by  the  General  Commissioners,  the 
appellant  or  the  surveyor  may,  if  dissatisfied  with 
the  determination  as  being  erroneous  in  point  of 
law,  declare  his  dissatisfaction  to  the  Commissioners 
who  heard  the  appeal,  and  having  so  done  may, 
within  twenty-one  days  after  the  determination, 
require  the  Commissioners,  by  notice  in  writing 
addressed  to  their  clerk,  to  state  and  sign  a  case  for 
the  opinion  of  the  High  Court  thereon.  The  case 
shall  set  forth  the  facts  and  the  determination,  and 
the  party  requiring  the  same  shall  transmit  the 
case,  when  so  stated  and  signed,  to  the  High  Court 
within  seven  days  after  receiving  the  same,  and 
shall  previously  to  or  at  the  same  time  give  notice 
in  writing  of  the  fact  of  the  case  having  been  stated 
on  his  application,  together  with  a  copy  of  the  case, 
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to   the   other  party,   being   the   surveyor,   or   the 
appellant,  as  the  case  may  be. 

(2)  In  relation  to  cases  to  be  so  stated,  and  the 
hearing  thereof,  the  following  provisions  shall  have 
effect — 

(a)  The  party  requiring  the  case  shall,  before 
he  shall  be  entitled  to  have  the  case  stated,  pay 
to  the  clerk  to  the  Commissioners  a  fee  of  twenty 
shillings  for  and  in  respect  of  the  case  ; 

(b)  The  High  Court  shall  hear  and  determine 
the  question  or  questions  of  law  arising  on  a  case 
transmitted  under  this  Act,  and  shall  thereupon 
reverse,  affirm,  or  amend  the  determination  in 
respect  of  which  the  case  has  been  stated,  or 
remit  the  matter  to  the  Commissioners  with  the 
opinion  of  the  High  Court  thereon,  or  may  make 
such  other  order  in  relation  to  the  matter,  and 
may  make  such  order  as  to  costs  as  to  the  High 
Court  may  seem  fit. 

(c)  The  High  Court  shall  have  power,  if  they 
think  fit,  to  cause  the  case  to  be  sent  back  for 
amendment,  and  thereupon  the  same  shall  be 
amended  accordingly,  and  judgment  shall  be 
delivered  after  it  shall  have  been  amended ; 

(d)  The  authority  and  jurisdiction  hereby 
vested  in  the  High  Court  shall  and  may  (subject 
to  any  rules  and  orders  in  relation  thereto)  be 
exercised  by  a  judge  of  the  High  Court  sitting  in 
chambers,  as  well  in  vacation  as  in  term  time. 

(e)  The  High  Court  may,  from  time  to  time, 
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and  as  often  as  they  shall  see  occasion,  make  and 
alter  rules  and  orders  to  regulate  the  practice  and 
proceedings  in  reference  to  cases  stated  under 
this  Act. 

(Note. — The  above   (e)   is  repealed  as  regards 
England  and  Ireland.) 

(3)  An  appeal  shall  lie  from  the  decision  of  the 
High  Court,  or  of  any  judge  thereof,  upon  any  case 
stated  under  the  above  provisions  to  his  Majesty's 
Court  of  Appeal,  and  from  thence  to  the  House  of 
Lords,  and  from  the  decision  of  the  Court  of  Session, 
as  the  Court  of  Exchequer  in  Scotland,  upon  any 
case  so  stated  to  the  House  of  Lords. 

(4)  The  fact  that  a  case  so  stated  is  pending 
before  the  High  Court  shall  not  in  any  way  interfere 
with  the  payment  of  the  Income  Tax  or  Inhabited 
House  Duty  according  to  the  assessment  of  the 
Commissioners  by  whom  the  case  was  stated,  but 
the  Income  Tax  or  Inhabited  House  Duty  shall  be 
paid  according  to  such  assessment,  as  if  the  case 
had  not  required  to  be  stated,  and  in  the  event  of 
the  amount  of  assessment  being  altered  by  the  order 
or  judgment  of  the  High  Court  the  difference  in 
amount,  if  too  much  has  been  paid,  shall  be  repaid 
with  such  interest  (if  any)  as  the  High  Court  may 
allow,  and  if  too  little,  shall  be  deemed  to  be  arrears 
(except  so  far  as  any  penalty  is  incurred  on  account 
of  arrears),  and  shall  be  paid  and  recovered 
accordingly. 

(As  regards  (4),  however,  see  Rule  114.) 
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Depreciation. 

Customs  and  Inland  Revenue  Act,  1878  (41  and  42 
Vict.  c.  5)  s.  12,  referred  to  in  Finance  (No.  2)  Act, 
1915.     Fourth  Schedule,  Part  I,  3  (page  144). 

Notwithstanding  any  provision  to  the  contrary 
contained  in  any  Act  relating  to  Income  Tax,  the 
Commissioners  for  general  or  special  purposes  shall, 
in  assessing  the  profits  or  gains  of  any  trade,  manu- 
facture, adventure,  or  concern  in  the  nature  of 
trade,  chargeable  under  Schedule  (D),  or  the  profits 
of  any  concern  chargeable  by  reference  to  the  rules 
of  that  Schedule,  allow  such  deduction  as  they  may 
think  just  and  reasonable  as  representing  the 
diminished  value  by  reason  of  wear  and  tear  during 
the  year  of  any  machinery  or  plant  used  for  the 
purposes  of  the  concern,  and  belonging  to  the 
person  or  company  by  whom  the  concern  is  carried 
on  ;  and  for  the  purpose  of  this  provision,  where 
machinery  Or  plant  is  let  to  the  person  or  company 
by  whom  the  concern  is  carried  on  upon  such  terms 
that  the  person  or  company  is  bound  to  maintain 
the  machinery  or  plant,  and  deliver  over  the  same 
in  good  condition  at  the  end  of  the  term  of  the 
lease,  such  machinery  or  plant  sliall  be  deemed  to 
belong  to  such  person  or  company. 

And  where  any  machinery  or  plant  is  let  upon 
such  terms  that  the  burden  of  maintaining  and 
restoring  the  same  falls  upon  the  lessor,  he  shall  be 
entitled  on  claim  made  to  the  Commissioners  for 
general  or  special  purposes,  in  the  manner  prescribed 
by  section  sixty-one  of  the  Act  of  the  fifth  and  sixth 
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years  of  her  Majesty's  reign,  chapter  thirty-five, 
to  have  repaid  to  him  such  a  portion  of  the  sum 
which  may  have  been  assessed  and  charged  in 
respect  of  the  machinery  or  plant,  and  deducted 
by  the  lessee  on  payment  of  the  rent,  as  shall 
represent  the  Income  Tax  upon  such  an  amount 
as  the  said  Commissioners  may  think  just  and 
reasonable,  as  representing  the  diminished  value 
by  reason  of  wear  and  tear  of  such  machinery  or 
plant  during  the  year.  Provided,  that  no  such 
claim  shall  be  allowed  unless  it  shall  be  made 
within  twelve  calendar  months  after  the  expiration 
of  the  year  of  assessment. 

See  Rule  59  as  regards  the  following — 

Where  the  Commissioners  of  Inland  Revenue  are 
satisfied  on  an  application  made  to  them  for  the  purpose 
that  any  considerable  number  of  persons  engaged  in  any 
class  of  trade  or  business  are  dissatisfied  with  the  amount 
of  any  deduction  for  wear  and  tear,  the  Commissioners, 
unless  they  are  of  opinion  that  the  application  is  frivolous 
or  vexatious  or  relates  to  matters  already  decided  by  a 
Board  of  Referees,  shall  refer  the  case  to  the  Board  of 
Referees,  and  that  Board  shall  deal  with  the  case  and 
determine  the  deduction  to  be  allowed. 

In  this  section — 

The  expression  "  deduction  for  wear  and  tear  "  has 

the  same  meaning  as  in  section  twenty-six  of  the  Finance 

Act,  1907;  and 

The  expression  "  class  of  trade  or  business"  means  a 

class   of  trade  or  business  which  may  be  determined 

to  be   such  for  the  purposes   of  this   section   by   the 

Commissioners  of  Inland  Revenue;  and 
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The  expression  "  Board  of  Referees "  means  any 
Board  of  Referees  appointed  for  the  purpose  of  Part  III 
of  the  Finance  (No.  2)  Act,  1915,  or  if  there  is  no  such 
Board,  a  Board  of  Referees  to  he  appointed  for  the 
purpose  of  this  section  by  the  Treasury.  (Finance 
Act,  1918,  s.  24  (1).) 

The  following  regulation  has  force  under  the 
subsection  set  out  on  page  260. 

Subject  to  the  express  provisions  of  the  Act  and  these 
Regulations  the  Sections  of  the  Income  Tax  Acts  enu- 
merated in  the  Schedule  to  these  Regulations  shall,  with 
the  modifications  therein  prescribed,  apply  to  the 
assessment  and  collection  of  Excess  Profits  Duty  and 
the  hearing  of  appeals  in  connection  therewith. 
(Regulation  1,  Rules  of  1915.) 

The  contents  of  the  Schedule  are  set  out  in  the 
following  pages  in  black  type  at  the  head  of  each  of  the 
sections  referred  to. 

Income  Tax  Act,  1842  (5  and  6  Vict.  c.  35),  Section  40. 

All  bodies  politic,  corporate,  or  collegiate,  com- 
panies, fraternities,  fellowships,  or  societies  of  per- 
sons, whether  corporate  or  not  corporate,  shall  be 
chargeable  with  such  and  the  like  duties  as  any 
person  will  under  and  by  virtue  of  this  Act  be 
chargeable  with,  and  the  chamberlain  or  other 
officer  acting  as  treasurer,  auditor,  or  receiver  for 
the  time  being  of  every  such  corporation,  company, 
fraternity,  fellowship,  or  society  shall  be  answerable 
for  doing  all  such  acts,  matters,  and  things  as  shall 
be  required  to  be  done  by  virtue  of  this  Act,  in  order 
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to  the  assessing  such  bodies  corporate,  companies, 
fraternities,  fellowships  or  societies  to  the  duties 
granted  by  this  Act,  and  paying  the  same. 
See  pages  40  and  254. 

Income  Tax  Act,  1842  (5  and  6  Vict.  c.  35),   Section  41, 
save  in  so  far  as  relates  to  a  married  woman. 

The  trustee,  guardian,  tutor,  curator,  or  com- 
mittee of  any  person,  being  an  infant  [or  married 
woman],  lunatic,  idiot,  or  insane  person,  and  having 
the  direction,  control,  or  management  of  the  pro- 
perty or  concern  of  such  infant  [married  woman], 
lunatic,  idiot,  or  insane  person,  whether  such  infant 
[married  woman],  lunatic,  idiot,  or  insane  person 
shall  reside  in  Great  Britain  ^  or  not,  shall  be  charge- 
able to  the  said  duties  in  like  manner  and  to  the  same 
amount  as  would  be  charged  if  such  infant  were  of 
full  age,  [or  such  married  woman  were  sole] ,  or  such 
lunatic,  idiot,  or  insane  person  were  capable  of  acting 
for  himself ;  and  any  person  not  resident  in  Great 
Britain,^  whether  a  subject  of  her  Majesty  or  not, 
shall  be  chargeable  in  the  name  of  such  trustee, 
guardian,  tutor,  curator,  or  committee,  or  of  any 
factor,  agent,  or  receiver,  having  the  receipt  of  any 
profits  or  gains  arising  as  herein  mentioned,  and 
belonging  to  such  person,  in  the  like  manner  and  to 
the  like  amount  as  would  be  charged  if  such  person 
were  resident  in  Great  Britain,    and  in  the  actual 

*  Amended  to  United  Kingdom  (Income  Tax  Act, 
1853,  s.  5). 
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receipt  thereof ;  and  every  such  trustee,  guardian, 
tutor,  curator,  committee,  agent,  or  receiver  shall 
be  answerable  for  the  doing  of  all  such  acts,  matters, 
and  things  as  shall  be  required  to  be  done  by  virtue 
of  this  Act  in  order  to  the  assessing  of  any  such  person 
to  the  duties  granted  by  this  Act,  and  paying  the 
same. 

See  page  254. 

Income  Tax  Act,  1842  (5  and  6  Vict.  c.  35),  Section  44. 

Where  any  person,  being  trustee,  agent,  factor,  or 
receiver,  guardian,  tutor,  curator,  or  committee  of 
or  for  any  person,  shall  be  assessed  under  this  Act  in 
respect  of  such  person,  or  where  any  chamberlain, 
treasurer,  clerk,  or  other  officer  of  any  corporation, 
company,  fraternity,  or  society  shall  be  so  assessed 
in  respect  of  such  corporation,  company,  fraternity, 
or  society  as  aforesaid,  ^  it  shall  be  lawful  for  every 
such  person  who  shall  be  so  assessed,  by  and  out 
of  the  money  which  shall  come  to  his  hands  as  such 
trustee,  agent,  factor,  or  receiver,  guardian,  tutor, 
committee,  or  curator  as  aforesaid,  or  as  such 
chamberlain,  treasurer,  clerk,  or  other  officer,  to 
retain  so  much  and  such  part  thereof  from  time  to 
time  as  shall  be  sufficient  to  pay  such  assessment ; 
and  every  such  trustee,  agent,  factor,  or  receiver, 
guardian,  tutor,  committee,  or  curator,  chamberlain, 
treasurer,  clerk,  or  other  officer,  shall  be  and  is 
hereby  indemnified  against  every  person,  corpora- 
tion, company,  fraternity,  or  society  whatsoever, 

1  See  Sections  40  and  41  set  out  on  pages  390  and  391 . 
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for  all  payments  which  he  shall  make  in  pursuance 
and  by  virtue  of  this  Act. 
See  page  254. 

Income  Tax  Act,  1842  (5  and  6  Vict.  c.  35),   Section  51, 
save  in  so  far  as  it  relates  to  a  married  woman. 

Every  person  who  shall  be  in  the  receipt  of  any 
money  or  value,  or  the  profits  or  gains  arising  from 
any  of  the  sources  mentioned  in  this  Act,  of  or 
belonging  to  any  other  person,  in  whatsoever 
character  the  same  shall  be  received,  for  which 
such  other  person  is  chargeable  under  the  regulations 
of  this  Act,  or  would  be  so  chargeable  if  he  were 
resident  in  Great  Britain,^  shall  within  the  like 
period  prepare  and  deliver,  in  manner  before  directed 
a  list  in  writing,  in  such  form  as  this  Act  requires, 
signed  by  him,  containing  a  true  and  correct  state- 
ment of  all  such  money,  value,  profits,  or  gains,  and 
the  name  and  place  of  abode  of  every  person  to 
whom  the  same  shall  belong,  together  with  a 
declaration  whether  such  person  is  of  full  age  [or  a 
married  woman  living  with  her  husband,  or  a  married 
woman  for  whose  payment  of  the  duty  hereby 
charged  on  her  the  husband  is  not  accountable  by 
this  Act]  or  resident  in  Great  Britain,  ^  or  an  infant, 
idiot,  lunatic,  or  insane  person,  in  order  that  such 
person,  according  to  a  statement,  to  be  delivered 
as  herein  mentioned,  may  be  charged  either  in  the 
name  of  the  person  delivering  such  list,  if  the  same 

*  Amended  to  United  Kingdom  (Income  Tax  Act, 
1853,  s.  5). 
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shall  be  so  chargeable,  or  in  the  name  of  the  person 
to  whom  such  property  shall  belong,  if  of  full  age, 
and  resident  in  Great  Britain,  ^  and  the  same  be  so 
chargeable  by  this  Act ;  and  every  person  acting 
in  such  character  jointly  with  any  other  person 
shall  deliver  a  list  of  the  names  and  places  of  abode 
of  every  person  joined  with  him  at  the  time  of 
delivering  such  list,  and  to  the  same  person  to  whom 
such  list  shall  be  delivered. 
See  page  254. 

Income  Tax  Act,  1842  (5  and  6  Vict.  c.  35),  Section  100, 
Schedule  D.  Rules  relating  to  the  first  and  second 
cases  of  that  Schedule,  Rule  3,  down  to  and  including 
the  words  "  and  no  separate  statement  shall  be 
allowed  in  any  case  of  partnership." 

The  computation  of  duty  arising  in  respect  of  any 
trade,  manufacture,  adventure,  or  concern,  or  any 
profession  carried  on  by  two  or  more  persons  jointly, 
shall  be  made  and  stated  jointly  and  in  one  sum, 
and  separately  and  distinctly  from  any  other  duty 
chargeable  on  the  same  persons,  or  either  or  any  of 
them,  and  the  return  of  the  partner  who  shall  be 
first  named  in  the  deed,  instrument,  or  other  agree- 
ment of  copartnership  (or  where  there  shall  be  no 
such  deed,  instrument,  or  agreement,  then  of  the 
partner  who  shall  be  named  singly,  or  with  prece- 
dence to  the  other  partner  or  partners,  in  the  usual 
name,   style   or   firm,    of   such   copartnership,    or, 

*  Amended  to  United  Kingdom  (Income  Tax  Act, 
1853.  s.  5) 
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where  such  precedent  partner  shall  not  be  an  acting 
partner,  then  of  the  precedent  acting  partner),  and 
who  shall  be  resident  in  Great  Britain^  (and  who  is 
hereby  required,  under  the  penalty  herein  contained 
for  default  in  making  any  return  required  by  this 
Act,  to  make  such  return  on  behalf  of  himself  and 
the  other  partner  or  partners  whose  names  and 
residences  shall  also  be  declared  in  such  return), 
shall  be  sufficient  authority  to  charge  such  partners 
jointly.  Provided  always,  that  where  no  such 
partner  shall  be  resident  in  Great  Britain,  ^  then  the 
statement  shall  be  prepared  and  delivered  by  their 
agent,  manager,  or  factor  resident  in  Great  Britain,  ^ 
jointly  for  such  partners,  and  such  joint  assessment 
shall  be  made  in  the  partnership  name,  style,  firm, 
or  description,  and  no  separate  statement  shall  be 
allowed  in  any  case  of  partnership. 
See  pages  40  and  254. 

Taxes  Management  Act,    i88o  (43  and  44  Vict.  c.  19), 
Section  15,  subsections  (2)  and  (5). 

(2)  Every  assessment,  duplicate,  charge,  bond, 
warrant,  notice  of  assessment  or  of  demand,  or 
other  document  required  to  be  used  in  the  assessing, 
charging,  levying,  and  collecting  of  the  duties  and 
the  land  tax  shall  be  made  out,  drawn  and  prepared 
according  to  the  several  forms  as  prescribed  and 
supplied  or  approved  by  the  Board  from  time  to 
time,    and   shall   be    valid    and   effectual   without 

»  Amended  to  United  Kingdom  (Income  Tax  Act, 
1853,  s.  5). 
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stating  the  case  or  the  facts  or  evidence  in  any  more 
particular  manner  than  is  required  in  and  by  such 
forms. 

(5)  No  assessment,  charge,  warrant,  or  other 
proceeding  which  shall  be  made  or  shall  purport  to 
be  made  by  virtue  or  in  pursuance  or  in  execution 
of  this  Act,  or  the  Tax  Acts,  or  Land  Tax  Acts, 
shall  be  quashed  or  deemed  to  be  void  or  voidable 
for  want  of  form,  or  be  impeached  or  affected  by 
reason  of  any  mistake,  defect,  or  omission  therein, 
provided  the  person  or  property  charged  or  intended 
to  be  charged  or  affected  by  any  such  proceeding 
be  designated  therein  to  common  intent  and 
understanding,  and  such  proceeding  be  in  substance 
and  effect  in  conformity  with  or  according  to  the 
intent  and  meaning  of  the  said  Acts. 

See  page  260. 

Taxes  Management  Act,  i88o  (43  and  44  Vict.  c.  19), 
Section  55,  down  to  and  including  the  words  "  the 
several  particulars  on  which  the  charge  is  made." 

No  assessment,  nor  any  charge  made  upon  any 
assessment,  shall  be  impeached  or  affected — 
(a)  By  reason  of  any  mistake  therein,  or  in  either 
of  them, 

(i)  In  the  Christian  name  or  names,  or  surname, 
of  any  party  liable  to  any  of  the  duties  ; 

(ii)  In     the    description    of     any    profits     or 
property  ; 

(iii)  In  the  amount  of  the  duty  charged  : 
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(b)  By  any  variance  between  the  notice  and 
the  certificate  of  charge  or  assessment  ; 
provided  that  in  cases  of  charge  the  notice  thereof 
be  duly  served  on  the  person  intended  to  be  charged, 
and  such  notice  and  certificate  do  severally  contain 
in  substance  and  effect  the  several  particulars  on 
which  the  charge  is  made. 
See  page  260. 

Finance  Act,   1907  (7  Ed.  7,  c.  13),  Section  22,  sub- 
section (2). 

The  duties  imposed  on  officers  of  any  corporation, 
company,  fraternity,  fellowship,  or  society  by 
sections  forty ^  [and  fifty-four]'  of  the  Income  Tax 
Act,  1842  [and  by  section  eighteen  of  the  Customs 
and  Inland  Revenue  Act,  1879'],  shall,  in  the  case 
of  any  company,  be  performed  by  the  secretary  of 
the  company  or  other  officer  (by  whatever  name 
called)  performing  the  duties  of  secretary. 

See  page  254. 

Finance  Act,  1914  (4  and  5  Geo.  5,  c.  10),  Section  10, 
subsection  (2). 

Where  any  part  of  the  trade  or  business  of  a  part- 
nership firm  whose  management  and  control  is 
situate  abroad,  consists  of  trading  operations  within 
the  United  Kingdom,  the  said  firm  shall  be  assessable 
in  respect  of  the  profits  of  such  trading  operations 
within  the  United  Kingdom  to  the  same  extent 
as,  and  no  further  than,  a  person  resident  abroad  is 

»  See  page  390. 

*  Not  made  applicable  to  Excess  Profits  Duty. 
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assessable  in  respect  of  trading  operations  by  him 
within  the  United  Kingdom,  notwithstanding  the 
fact  that  one  or  more  of  the  members  of  the  said 
firm  are  resident  in  the  United  Kingdom,  provided 
that,  for  the  purpose  of  assessing  any  such  firm  in 
respect  of  the  profits  of  the  said  trading  operations 
within  the  United  Kingdom,  an  assessment  may  be 
made  on  the  said  firm  in  respect  of  the  said  profits 
in  the  name  of  any  partner  resident  in  the  United 
Kingdom. 
See  pages  40  and  254. 

Finance  (No.  2)  Act,  1915  (5  and  6  Geo.  5,    c.  89), 
Section  31. 

(1)  Section  41  ^  of  the  Income  Tax  Act,  1842 
(which  relates  to  the  charge  of  Income  Tax  in  special 
cases),  shall,  so  far  as  it  relates  to  the  taxation  of 
non-residents,  be  extended — 

(a)  so  as  to  make  non-resident  persons  charge- 
able to  Income  Tax  in  the  name  of  any  branch  or 
manager  as  well  as  in  the  name  of  any  factor, 
agent,  or  receiver  ;    and 

(b)  so  as  to  make  non-resident  persons  so 
chargeable,  although  the  branch,  factor,  agent, 
receiver,  or  manager  may  not  have  the  receipt 
of  the  profits  or  gains  of  the  non-resident. 

(2)  A  non-resident  person  shall  be  chargeable  in 
respect  of  any  profits  or  gains  arising,  whether 
directly  or  indirectly,  through  or  from  any  branch, 
factorship,   agency,   receivership,   or  management, 

*  Page  391. 
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and  shall  be  so  chargeable  under  section  forty-one 
of  the  Income  Tax  Act,  1842,  as  amended  by  this 
section,  in  the  name  of  the  branch,  factor,  agent, 
receiver,  or  manager. 

(3)  Where  a  non-resident  person  not  being  a 
British  subject  or  a  British,  Indian,  Dominion,  or 
Colonial  firm  or  company,  or  branch  thereof, 
carries  on  business  with  a  resident  person,  and  it 
appears  to  the  Commissioners  by  whom  the  assess- 
ment is  made  that,  owing  to  the  close  connection 
between  the  resident  and  the  non-resident  person, 
and  to  the  substantial  control  exercised  by  the 
non-resident  over  the  resident,  the  course  of  business 
between  those  persons  can  be  so  arranged,  and  is  so 
arranged,  that  the  business  done  by  the  resident  in 
pursuance  of  his  connection  with  the  non-resident 
produces  to  the  resident  either  no  profits  or  less 
than  the  ordinary  profits  which  might  bq,  expected 
to  arise  from  that  business,  the  non-resident  person 
shall  be  chargeable  to  Income  Tax  in  the  name  of 
the  resident  person  as  if  the  resident  person  were 
an  agent  of  the  non-resident  person. 

(4)  Where  it  appears  to  the  Commissioners  by 
whom  the  assessment  is  made  or,  on  any  objection 
or  appeal,  to  the  General  or  Special  Commissioners 
that  the  true  amount  of  the  profits  or  gains  of  any 
non-resident  person  chargeable  in  the  name  of  a 
resident  person  with  Income  Tax  cannot  in  any  case 
be  readily  ascertained,  the  Commissioners  may,  if 
they  think  fit,  assess  the  non-resident  person  on  a 
percentage  of  the  turnover  of  the  business  done  by 
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the  non-resident  person  through  or  with  the  resident 
person  in  whose  name  he  is  chargeable,  and  in  such 
case  section  fifty-three  of  the  Income  Tax  Act,  1842, 
shall  extend  so  as  to  require  returns  to  be  given  of 
the  business  so  done  by  the  non-resident  through  or 
with  the  resident  in  the  same  manner  as  returns 
are  to  be  given  under  that  section  of  the  profits  or 
gains  to  be  charged. 

(5)  The  amount  of  the  percentage  shall  in  each 
case  be  determined,  having  regard  to  the  nature  of 
the  business,  by  the  Commissioners  by  whom  the 
assessment  on  the  percentage  basis  is  made,  subject, 
in  the  case  of  an  assessment  made  by  the  additional 
Commissioners,  to  objection  or  appeal  to  the  General 
or  Special  Commissioners. 

If  either  the  resident  or  non-resident  person  is 
dissatisfied  with  the  percentage  determined  either 
in  the  firsi:  instance  or  on  objection  or  appeal  by  the 
General  or  Special  Commissioners  he  may,  within 
four  months  of  that  determination,  require  the 
Commissioners  to  refer  the  question  of  the  percent- 
age to  a  referee  or  board  of  referees  to  be  appointed 
for  the  purpose  by  the  Treasury,  and  the  decision 
of  the  referee  or  board  shall  be  final  and  conclusive. 

(6)  Nothing  in  section  forty-one^  of  the  Income 
Tax  Act,  1842  (as  amended  by  any  subsequent 
enactment  or  by  this  section),  shall  render  a  non- 
resident person  chargeable  in  the  name  of  a  broker 
or  general  commission  agent,  or  in  the  name  of  an 
agent,  not  being  an  authorized  person  carrying  on 

»  Page  391, 


APPENDIX  I  401 

the  non-resident's  regular  agency  or  a  person 
chargeable  as  if  he  were  an  agent  in  pursuance  of 
this  section,  in  respect  of  profits  or  gains  arising 
from  sales  or  transactions  carried  out  through  such 
a  broker  or  agent. 

(7)  The  fact  that  a  non-resident  person  executes 
sales  or  carries  out  transactions  with  other  non- 
residents in  circumstances  which  would  make  him 
chargeable  in  pursuance  of  this  section  in  the  name 
of  a  resident  person  shall  not  of  itself  make  him 
chargeable  in  respect  of  profits  arising  from  those 
sales  or  transactions. 

See  page  41. 
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The  following  cases  were  determined  too  late  for 
incorporation  in  the  body  of  this  book.  References 
thereto  appear  on  appropriate  pages.  As  regards 
these  and  other  cases,  see  the  Table  of  Cases  in 
the  front  of  this  book. 

AGENCY— Page  44. 

In  Burt  &  Co.  v.  Commissioners  of  Inland  Revenue 
(King's  Bench  Division,  1918),  two  partners  entered 
into  partnership  for  the  purpose  of  carrying  on  busi- 
ness as  General  Merchants  and  Commission  Agents. 
The  firm  were  approached  with  an  invitation  to 
become  secretaries  and  agents  of  public  companies. 
They  accepted  the  invitation.  Their  remuneration 
consisted  of  a  fixed  annual  sum,  and  usually  of  a 
commission  on  amounts  realized  on  sale  of  produce. 
The  firm  did  not  sell  the  produce,  but  gave  instruc- 
tions therefor  to  brokers  in  accordance  with  the 
instructions  of  the  various  companies.  One  of  the 
partners  was  also  commercial  adviser  to  a  Chinese 
Company,  and  his  remuneration  consisted  of  a  salary 
and  commission  on  produce  sold. 

It  was  held  that  the  profits  from  these  sources 
were  assessable  to  Excess  Profits  Duty,  the  business 
being  within  the  statutory  definition  "  that  of  taking 
commissions  in  respect  of  any  transactions  for  ser- 
vices rendered,  and  of  any  agent  of  any  description." 

404 
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Sankey,  J.  :  "  Just  as  in  their  own  deal  of  partner- 
ship they  described  themselves  as  agents  of  public 
companies,  so  in  the  minutes  of  their  appointment 
by  these  three  several  companies  they  are  described 
as  agents.  Now,  in  fact,  it  appears  to  me  that  the 
work  they  did  was  agency  work.  ...  I  do  not 
intend  to  lay  down  here  whether  this  was  an  office 
or  employment,  or  whether  it  was  a  profession,  the 
profits  of  which  are  dependent  mainly  upon  the 
personal  qualifications  of  the  person  by  whom  the 
profession  is  carried  on.  But  I  intend  to  decide 
the  point,  and  that  point  only,  which  appears  to 
me  to  be  involved  in  the  case — was  this  a  business 
of  a  person  taking  commissions  in  respect  of  any 
transactions  or  services  rendered,  or  was  it  the 
business  of  an  agent  *  whose  remuneration  consisted 
wholly  of  a  fixed  and  definite  sum  not  depending 
on  the  amount  of  business  done  or  any  other  con- 
tingency.' Now,  it  appears  to  me  that  this  busi- 
ness was  the  business  of  a  person  taking  commis- 
sions in  respect  of  transactions  or  services  rendered. 
The  words  there  are  of  the  very  widest  possible 
character  ;  and  it  is  found  by  the  case  itself,  as  I 
think,  that  they  were  persons  who  were  taking 
commissions  in  respect  of  services  rendered.  .  .  . 
A  distinction  was  endeavoured  to  be  drawn  between 
what  you  might  call  professional  advice  and  com- 
mercial agency.  I  think  that  this  part  of  the  case 
is  very  near  the  line  ;  but  I  further  think  that  there 
is  a  great  difference,  and  a  difference  which  is  meant 
to  be  noticed  by  the  Statute,  between  what  I  might 
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call  professional  advice  and  commercial  advice. 
The  nature  of  the  advice  to  be  given  in  the  present 
case  appears  to  fall  rather  within  the  latter  category, 
commercial  advising.  It  has  reference  to  the  posi- 
tion generally  of  the  world's  markets,  supply  and 
demand,  prospects  of  crops  ;  and  in  order  appa- 
rently to  perform  this  duty,  it  was  necessary  for 
him  constantly  to  keep  himself  well  posted  as  to 
the  fluctuations  of  the  various  markets,  and  to  get 
in  touch  with  the  leading  men  in  the  sugar  trade." 

HUSBANDRY— Pag^  46. 

In  Commissioners  of  Inland  Revenue  v.  Ransom  & 
Son,  Ltd.  (King's  Bench  Division,  1918),  a  company 
carried  on  business  as  manufacturing  chemists  and 
growers  of  herbs.  For  the  latter  purpose,  they 
occupied  a  farm.  The  General  Income  Tax  Com- 
missioners found  as  a  fact,  on  appeal,  that  the  farm 
was  occupied  mainly  for  the  purposes  of  the  factory, 
but  considered  that  the  profits  of  the  farm  should 
be  excluded  for  the  purposes  of  Excess  Profits 
Duty. 

It  was  held  that  there  was  evidence  in  support 
of  the  Commissioners'  finding  ;  and  that  as  it  was 
possible  for  them  to  separate  the  profits  of  the  farm 
and  the  factory,  they  were  entitled  to  do  so. 

COMMENCEMENT  OF  BUSINESS— Pag^  80. 

In  Cannop  Coal  Co.  v.  Commissioners  of  Inland 
Revenue  (King's  Bench  Division,  1918),  the  Company 
was  formed  in  1906  for  the  purpose  of  mining  coal 
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in  the  Forest  of  Dean.  The  sinking  of  pits  was 
commenced  in  the  same  year.  In  1908  a  drift  was 
made  in  a  hillside  400  yards  distant  from  the  pits 
for  the  purpose  of  obtaining  coal  for  the  pit-sinking 
machinery.  From  1909  a  profit  was  made  from  a 
substantial  surplus  of  drift  coal  obtained  above  that 
required  by  the  undertaking.  In  1911  the  sinking 
of  the  pits  was  completed.  Output  of  coal  from 
the  pits  really  commenced  in  July,  1912.  Prior  to 
April,  1912,  the  small  proceeds  from  the  sale  of  coal 
from  the  pits  was  credited  to  capital. 

The  Company  contended  that  its  business  was 
not  commenced  until  the  1st  July,  1912,  or,  alter- 
natively, the  1st  April,  1912  ;  therefore  that  there 
were  only  two  pre-war  years. 

The  Special  Commissioners  on  appeal  decided 
against  the  Company,  and  their  decision  was 
confirmed  by  the  Court. 

Sankey,  J. :  "I  think  it  is  necessary  to  look  at 
the  facts  because  it  really  is  not  a  question  of  fact 
for  the  Commissioners.  .  .  .  (Counsel)  says  the 
Commissioners  have  gone  wrong  here  because  they 
have  compared  the  business  after  the  war  with 
something  which  was  entirely  different.  There  was 
an  entirely  different  business  before  the  war,  and 
therefore  he  says  you  cannot  compare  the  one  with 
the  other.  I  must  say  that  it  appears  to  me  that 
it  is  entirely  a  question  of  fact  for  the  Commis- 
sioners. I  am  not  at  all  saying  what  would  be  the 
result  if  one  was  asked  to  compare  a  going  business 
after  the  war — with  coal  being  '  won  '  for  the  first 
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time  after  the  war — with  the  business  which  before 
the  war  had  only  consisted  in  the  sinking  of  pits 
and  not  getting  any  coal  out  of  them.  Those  are 
not  facts  at  all  in  this  case.  .  .  .  The  contention 
of  the  Appellant  Company  was  that  the  trade  or 
business  for  which  the  Company  was  formed  was 
to  obtain  coal  by  means  of  the  pits  and  not  by 
means  of  the  drift.  I  very  much  doubt  whether 
that  was  so.  I  do  not  think  it  a  bit  matters, 
because  the  Company  was  in  fact  obtaining  coal 
both  before  and  after  the  war." 

NEW  BUSINESS— P«g^  80. 

In  Sutherland  v.  Commissioners  of  Inland  Revenue 

(Court  of  Session,  1918),  a  steam  drifter  was  engaged 
in  herring  fishing  until  December,  1915,  from  which 
date  it  was  hired  by  the  Admiralty  compulsorily. 
The  owner  contended  that  from  December,  1915, 
he  was  not  engaged  in  business  in  respect  of  which 
Excess  Profits  Duty  could  be  payable.  The  Court 
decided  against  this  contention. 

Lord  President :  "  The  Appellant  plausibly  con- 
tends that  his  fishing  industry  was  brought  to  an 
end  by  the  intervention  of  the  Admiralty ,  and  that 
the  hiring  by  the  Admiralty  subsequently  must  be 
viewed  as  compensation  to  him  for  the  stoppage  of 
his  business.  ...  It  was  more  plausibly  con- 
tended by  his  Counsel  that  when  the  charter  party 
was  effected,  trade  came  to  an  abrupt  termination, 
and  that  under  the  hiring  a  new  and  entirely  dif- 
ferent business  was  commenced.  ...     I  am  not 


APPENDIX   III  409 

disposed  to  view  the  case  in  that  Hght.  When  the 
Appellant  acquired  this  ship  he  acquired  her  as  an 
instrument,  or  as  the  Lord  Advocate  phrases  it, 
'  a  commercial  asset,'  susceptible  of  being  put  to  a 
variety  of  different  uses  in  which  gain  might  be 
acquired,  and  whichever  of  these  uses  it  was  put 
to  by  the  Appellant  and  profits  earned,  he  was 
carrying  on  the  same  business  even  although  altera- 
tions were  necessary  on  the  vessel  for  the  changed 
purpose,  provided  that  each  of  these  uses  was  one 
for  which  she  as  a  ship  was  adapted.** 

RESTRICTION  OF  REMUNERATION— Pag^  118. 

In  Collette  v.  Lockie,  Pemberton  &  Co.  (Chancery 
Division,  1918),  the  plaintiff  was  employed  by  the 
defendants  under  an  agreement  dated  the  26th  July, 
1915,  as  **  Assistant  Manager  "  of  a  business  in 
Cuba  at  a  salary  and  commission  of  15  per  cent,  on 
the  profits.  A  "  Manager "  in  Cuba  was  also 
appointed  to  whom  the  plaintiff  was  to  defer. 
The  plaintiff  negotiated  and  carried  out  all  the  rice 
sales  in  Cuba.  In  June,  1916,  he  was  recalled  to 
London,  where  he  was  employed  substantially  on 
clerical  work,  but  he  still  managed  such  Cuban 
business  as  was  done  from  London  and  received 
15  per  cent,  of  the  profits. 

It  was  held  that  plaintiff  was  a  person  concerned 
in  the  management  of  the  business,  and  that  the 
Commissioners  of  Inland  Revenue  might  refuse  to 
allow  a  deduction  to  firms  as  well  as  to  incorporated 
businesses  in  respect  of  persons  so  employed. 
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In  Williamson  Film  Printing  Co.,  Ltd.  v.  Com- 
missioners of  Inland  Revenue  {King's  Bench  Division, 
1918),  the  remuneration  of  the  Managing  Director 
of  the  Company  was  ;£300  salary  and  £98  commis- 
sion at  5  per  cent,  during  1913-14.  In  October, 
1914,  his  remuneration  was  increased  to  £500  and 
10  per  cent,  commission;  the  total  remuneration 
for  1914-15  proving  to  be  £1,230.  For  the  latter 
year  the  Commissioners  of  Inland  Revenue  declined 
to  allow  a  deduction  in  excess  of  the  £398  paid  in 
the  last  pre-war  years.  The  Company  sought  to 
appeal  to  the  Income  Tax  Commissioners  against 
this  decision. 

It  was  held  that  the  determination  of  the  Com- 
missioners of  Inland  Revenue  was  final  and  not 
subject  to  appeal  to  the  General  or  Special 
Commissioners  of  Income  Tax. 
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21 

Egyptian  Hotels,  Ltd.  v.  Mit- 
chell (1915),  39 
Ejusdem  generis  rule,  106,  163 
Electric    light    and    power    at 
Hankow,  72 

supply  in  India,  72 

in  London,  72 

in     the     Provinces, 


etc..  72 


in  Victoria.  72 


72 


traction  at  Shanghai,  72 
tramways  in  Cape  Colony, 


in  India,  72 


Electrical  cable  manufacturers, 
72 

machinery,    etc.,    manu- 
facture of,  72 

and     pneumatic     power 

in  Transvaal.  72 

Employees,  two  classes,  112 
Employments  not  chargeable. 

44,  46 
Enemy      countries,      matters 

affecting,    143 
Engineer       (consulting)       not 

chargeable,  47 
Engineering  in  Bengal,  72 
Error  in  Income  Tax  compu- 
tation, 95 
Evasion  of  duty,  107 

.  fine  for.  258 

Examples,    general    effect    of 

tax,  2 
,  ;^200     margin     increase 

where  standard  small,  7 
, reduced       where 

period  short,  11 
,  standard  reduced  where 

period  short,  11 


Examples,  etc.,  businesses  set 
up  on  or  before  4/8/14,  rates 
of  duty,  16 

. , after   4/8/14, 

rates  of  duty,  21 

, ,  allowance  for  de- 
ficiencies, 24 

,  extinction   of    loss,    28, 

29 

, ,  account    made    up 

but  not  closed,  53 

, . not  made  up, 

55 

period,  55 
, ,  pre-war   years   ab- 
normally depressed.  62 
, ,  percentage       stan- 
dard, 67 

, ,  company  and  other 

concern,   statutory  percent- 
age, 69 

, ,  only    two    pre-war 

years,  80 

, ,  new    agency,    etc., 

succeeding      old      business, 
83 
. ,  change    of    owner- 
ship      during       accounting 
period,  87 
, ,  interest  and  royal- 
ties deducted,  99 
, ,  increased  remuner- 
ation,  111,  125 

, ,  depreciation,  148 

, ,  Income  Tax  com- 
putation with  allowance  for 
E.P.D..   129 

,  Colonial  E.P.D.,  134 

,  company  owning  shares 

of  another,  35 

,  investment  company,  197 

,  local  authority,  199 

,  co-operative  societies,202 

,  increased  capital,  219 

,  decreased  capital,  225 

,  unremunerative    capital, 

228 

,  ship  sold,  233.  237 

,  general  example.  No.  I, 

261 
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Examples,  profits  standard  in- 
cluding iiidtpendent  indus- 
tries, 63 

,  Income  Tax  computa- 
tion on  repayment  of  Excess 
I»rofits  Duty,   131 

,  long  contracts,  138 

.    industries     with      base 

stocks,   175 

,  sale  of  trading  stocks,  185 

,  general  example.  No.  II, 

275 

,  Excess    Mineral    Rights 

duty,  347 

Excepted  concerns,  44 

Exceptional  depreciation  or 
obsolescence,  156 

on  ship  pur- 
chased, 240 

Excess  Mineral  Rights  duty, 
343 

Profits  Duty,  nature  of, 

2 

,  different  from 

Income  Tax,  2,  5 

,     equalization       of 

length  of  periods  reviewed, 
51 

Exchange,  losses  on,  95 

Expenses  allocated  to  correct 
year,   105 

Explosives,  Manufacture  of,  72 

Extensions,  91 

Extinction  of  loss  in  pre-war 
years,  27 

Fact,  finding  of,  406 
Farmer,  when  chargeable,  45 
Feu  Duty  payable  instead  of 

rent,  61 
Fellowships  chargeable,  40 
Fictitious  transactions,  107 

,  fine  for,  258 

Firms,  restriction  of  remunera- 
tion applying  to,  409 
Finance    (No.    2)    Act,    1915, 
extent  of  charge,  50 

-,     1916,     extent     of 


charge,  50 
charge,  50 


1917,    extent    of 


Finance    (No.     2)     Act,     1917, 

excent  of  charge,  50 
Fines  for  default,  258 
Firm  managed  abroad,  40 
,  how  chargeable,  41 

charged  in  one  sum,  254 

Fixtures,  item  in  example,  267 
Foreign  business  and  sleeping 

partner  resident  here,  40 

concerns      owned      in 

U.K.,  37 

« owner  of  British  business, 

39 
persons  profiting  through 

residents  in  U .  K .,  4 1 

taxation  allowed  for,  132 

Forms,  provision  of,  260 
Fraternities  chargeable,  40 

General   Commissioners,    ap- 
peals to,  255 
Glassware,  importers  of,  73 
Gold  Mining  in  Rhodesia,  73 

in    British    India, 

73 

in  Egypt,  73 

in  West  Africa,  73 

Goods     supplied     on     contra 

account,  92 
Goodwill,  capital  computation, 

216 
,  items  in  examples,  271, 

287 
Government  loans  as  capital, 

102 
Ground  rents  deducted,  101 
rent,    item    in    example, 

267 
Guardians  chargeable,  40 

Herbal  farm,  406 
High  Court  appeals,  255 
cases,  statutory  pro- 
visions, 385 
Hosiery  manufacture,  73 
Husbandry  not  chargeable,  44, 
45 

Implements  and  utensils,  146 
Importers  of  table  glassware, 
73 
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Improvements,  91 

Income  Tax  and  E.P.D,,  difler- 
ent  rules,  39.  42,  7a 

rules,      when      ob- 
served, 90 

,  summary  of  differ- 
ences from,  92,  93 

principles   followed, 


32 


91 


Rules    summarized. 


.  comparison  of  com- 
putations, 99 

schedules  amalga- 
mated for  E.P.D.  purposes, 
101 

compared        with 

E.P.D..  2.  3.  120 
depreciation    allow- 
ance,  144 
and  E.P.D.,  mutual 


effect,   127-131 

not  allowed  as  de- 
duction,  127 

computation,  allow- 
ance for  E.P.D..  128 

adjustment,       in 

example,  280 

and  Munitions  Levy, 

341 

Increased  capital,  effect  on 
selection  of  standard,  67 

.      allowance       for, 

217 

Independent  industries,  con- 
cern including,  62 

Indigo  growing,  application  to 
Referees,  73 

Industrial  and  Provident  Soci- 
ety.  199 

Infants,  how  chargeable,  254 

Information  by  vendor  of  ship, 
241 

for  Munitions  Levy  pur- 
poses, 309 

Insane  persons,  how  charge- 
able. 40 

Interest  deducted.  98 

Investment  companies,  195 

Investments  as  capital,  102 

ignored,  102 


Investments     excluded     from 

capital.  209 
Iron  and  steel  in  Bengal,  73 

Journal,  not  a  profession.  48 
Judge  not  chargeable,  46 
Jute  merchants.  73 

spinning,  etc.,  in  Bengal, 

73 

Kodak  V.  Clark  (1903).  39 

Lands    owned    and    used    in 

business.   100 
Lawyers'  chaiges,  91 
Lawyers  not  chargeable.  47 
Lead      mining      in      Western 

Australia.  73 
Lease    depreciation,    items    in 

examples.  267.  287 
Lease,  premium  for,  91 
Lending  money  on  mortgage  in 

Mauritius,  73 
Life  assurance  business,  195 
Liquidator,  concerns  in  hands 

of,  44 
to  give  notice.  247 

to  set  aside  duty.  249 

disposing  of  stock.    183. 

193 

Loan,  expense  of  obtaining,  91 

,  war.  as  capital.  102 

Local  Authority.  198 
London  omnibuses.  73 

wholesale  tea  and  coffee 

dealers.  73 

Loss,  increase  of  ;^200  margin 
where  standard  small,  9 

in  pre-war  years,  27 

Losses  in  shipping  trade  after 
1916.  242 

on  exchange.  95 

on  contracts.  139 

Lunatics,  how  chargeable,  254 

Magneto  manufacture,  73 

Magnesite  mines  in  Greece, 
73 

Managers,  remuneration  re- 
stricted,  110 

Managers,  two  classes,  112 
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Mangrove  products  (Borneo), 
73 

Manufacturer  chargeable,  47 

Margin  of  /200.  5 

increased  where 

standard  small,  5,  12 

,  proportionate    part 

for  small  periods,  10 

Marine  salvage,  73 

Merchants  in  Philippine 
Islands,  73 

Market  clerk,  case  respecting, 
117 

Married  women,  how  charge- 
able, 254 

Military  ornaments,  manu- 
facturers of,  73 

Milk  dealer  chargeable,  45 

Mineral  wayleaves,  343 

Minors,  how  chargeable,  40 

Modifications  in  special  circum- 
stances,  163 

Mortgage  interest  deducted, 
101 

Motor  manufacture,  73 

Municipal  undertakings,  198 

Munitions  allowance  for  depre- 
ciation,  162 

Levy,    Chapters    18-20, 

294 

and  E.P.D.,  336 

work,     Munitions     Levy 

allowance,  301 

— —  works,  order  by 
Referees,  77 

National    War      Bonds     as 

capital,  104 
Nature  of  Excess  Profits  Duty, 

2 
Negotiations  for   sale,    profits 

chargeable,  43 
New  businesses,  16,  80 

,  rate  of  duty,  21 

proprietors,  80,  85 

Newspapers  in  Scotland,  73 
Nickel   mining    in   New   Cale- 
donia, 73 
Nitrate  extraction  in  Chile,  73 
Non-residents,    when    charge- 
able to  duty,  37 


Non-residents,  how  chargeable, 

254 
Notice  of  liability  to  be  given, 

247 
,  penalty    for    failure    to 

give,  257 

Obsolescence,       exceptional, 

156 
, ,  on  ship  purchased, 

240 

of  machinery,  153 

,  when  it  occurs,  155 

Offices  not  chargeable,  44,  46 

< owned  and  used  in  busi- 
ness,  101 
Ogilvie  V.  Kitton  (1908),  38 
Oil    producing    in    California, 
73 

raising  in  Assam,  73 

■ in  Burmah,  73 

■ — in  Caucasus,  73 

in  Peru,  74 

in  Roumania,  74 

in  South  Russia,  74 

Omnibuses,  73 

Orders,   profit   from    securing, 

chargeable,  43 
Ordinarily  resident  in  U.K.,  37 
Owning  company,  34 

Paint,    Colour,   and    Varnish 

manufacture,  74 
Parent    and    subsidiary    com- 
pany, 34 
Partner,    sleeping,    in    foreign 
business,  40 

■,  payment  to  retired,  91 

to  sleeping,  91 

Partnership  deed,  cost  of,  91 

,  set-off   of   one    business 

against  another,  31 
Patent  rights,  depreciation  of, 

163 
Payment  of  duty,  250 

in  advance,  250 

pending  appeals,  255 

of  Munitions  Levy,  324 

Penalties,     artificial     transac- 
tions,  107 

,  generally,  258 
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Percentage  standard,  how  com- 
puted, 65 

,  when  adopted,  66 

,  percentage  in- 
creased by  Referees,  70 

based         otherwise 

than  on  capital,  76 

where    no    pre-war 


year,  81 

capital  decreased  by 

trading  losses,  215 

Periods  concerned,  49 

Person  owning  business  assess- 
able, or  his  agent,  253 

Persons  chargeable,  37 

Plant  provided  for  war  pur- 
poses,  161 

,      accumulating      profits 

invested  in,  211 

Portland  cement  manufacture 
in  South  Africa,  74 

Postponement  of  renewals  or 
repairs,  155 

Post-war  value  of  machinery, 
163 

Potato  flake  manufacture, 
application  to  Referees,  74 

Premium  for  lease,  91 

Preparatory  school,  case  re- 
specting, 48 

Pre-war  standard  small,  in- 
crease of  ^200  margin,  5 

months       included        in 

charge,  51 

trade  years,  what  con- 
stitutes, 57 

standard  of  profits,  59 

profits      or      percentage 

standard,  59 

(See  also  Profits  standard  and 
Percentage  standard.) 

years  of  abnormal  de- 
pression, 61 

,  where  only  two,  80 

, only  one,  81 

, not  one,  81 

,  loss  in,  27 

standard  remaining  with 

ship,  231 

Private  companies,  capital 
computation,  216 


Proceedings  not  void  for  want 

of  form,  260 
Professions,    as    defined,    not 

chargeable,  44,  46 
Profit  and   Loss  accounts,   in 

examples,  262,  263,  276 
accumulating      (capital), 

210 
Profits  standard,  59 

,  how  arrived  at,  59 

computed  on  same 

basis  as  profits  of  accounting 

period,  60 

where  pre-war  years 


abnormally  depressed,  61 

-,  concern     including 


substantially  distinct  indus- 
tries. 62 

where  only  two  pre- 


war years,  80 

-only    one    pre- 


war year,  81 

not  applicable  where 


no  pre-war  year,  81 
,  new    agency,    etc., 

succeeding      old      business, 

82 
Property  owned  and  used   in 

business,   100 

held  as  investment,  102 

Proprietary  school  not  charge- 
able, 47 

Proprietors'  profit  regarded,  98 
Provincial  omnibuses,  74 
Publication  of  Journal,  48 
Publisher  chargeable,  47 
Purchase  of  premises,  61 
Purchases,    item    in    example, 
266 

Rates  of  duty,     (See  Duty.) 
Receiver,  concerns  in  hands  of, 

44 
Referees     granting     increased 

statutory  percentage,  70 

re-opening  case,  70 

order    where    capital    in 

use  is  small,  etc.,  76 

order  for  munition  works, 

77 

appointed  by  Treasury,  78 
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Referees,  change  in  partner- 
ship, 87 

,       application      to,      for 

increased  depreciation  allow- 
ance,  151 

and  exceptional  deprecia- 
tion,  156 

obsolescence,  156 

and  war  plant,  156 

and  renewals  or  repairs 

postponed,   155 

and  special  modifications, 

163 

.  Munitions  Levy,  322,  341 

Regulations,  Excess  Profits 
Duty,  1915.  260 

,  Munitions  Levy,  326 

Remuneration  restricted,  110 

depending  on  profits,  1 14 

,  Munitions  Levy  rules,301 

depending  on  profits,  1 10 

increased  beyond  /2,000, 

112 

Renewal  of  assets,  occasional, 

149 
Renewals,  deductions  for,  144 

postponed,   155 

Rent  deducted,  98 

Repairs,  item  in  example,  266 

postponed,  155 

Repayment  for  deficiencies,  23 

after  appeal,  255 

Reserve,    allowable     expenses 

charged  against,  92 
Residents  chargeable  for  duty, 
37 

abroad,  how  chargeable, 

254 

Return,  specimen,  272 

,    general     requirements, 

247 

■  for  Munitions  Levy  pur- 
poses, 309 

Road-making  material,  74 

Royalties  deducted,  98 

Rubber  companies,  statutory 
percentage,  71 

growing,  74 

Salaries,  item  in  example,  266 
Sales,  item  in  example,  265 


San    Paulo    Railway    Co,    v. 

Carter  (1896),  39 
School,  case  respecting,  48 
Schoolmaster   not   chargeable, 

47 
Scope  of  charge,  42 
Secrecy  of  officials,  259 
Secretaries  not  directlycharged, 

47 
Securities,  war,  as  capital,  102 
Selling      and      manufacturing 

companies,  35 
price    of    shares  depend- 
ing on  profits,  3 
Services,       Munitions       Levy 

allowance  for,  301 
Set-off,    one    business    against 

another,  31 
Shares  as  purchase  price,  214 
Slieep    farming    in    Chile    and 

Patagonia,  74 
Ship  requisitioned  by  Admir- 
alty, 80 
Shipping,    special     provisions 
(1915),  229 

(1916),  230, 231 

(1917),  231,242 

as  part  of  business,  245 

Ships  bought  and  sold,  109 
Shop  front,  new,  91 
Similar  businesses,  34 
Sleeping    partner     in    foreign 

business,  40 
Small    concerns,     increase    of 

;.:200  margin,  5,  12 
Societies  chargeable,  40 
Special    Commissioners,    ship- 
ping appeals,  246 

,  appeals  to,  255 

depreciation,  162 

Specimen  return,  272 
Standard,  Munitions,  297,  298 
Standard,        Excess     Mineral 
Rights  duty,  346 
(See     also    under     Pre-War 
Standard.) 
Statutory  percentage,  67 
increased   by    Ref- 
erees, 70 
Steel  manufacture,  74 
Stevedores.  74 
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Stock  Exchange  fee,  91 

,  valuation  of,  170 

,  general     principle, 


172 


for 
173 


, modification 

last   accounting   period, 


• ,  specific  modifica- 
tion for  imperishable  base 
stocks,   174 

by     trader     whose 

class   does   not    value    base 
stocks  at  fixed  price,  181 

,  item  in  example,  265 

Stocktaking,   effect   of  on   ac- 
counting period,  52 
Straits  Plantations,  Ltd.,  74 
Subscriptions,  general  note,  95 
Subsidiary  company,  34 
Sub-tenants,     receipts     from, 

92 
Sugar    growing    in   Argentine, 
74 

in  Mauritius,  74 

in  Natal,  74 

in     Portuguese     E. 

Africa,  74 

in  West  Indies,  etc., 

74 
Sulphide  mining  in  New  South 

Wales.  74 
Summary  of  Rules,  351 
Surveyor     to     make     use     of 
information,  259 

,  general  duties,  259 

Suspended  contracts,  139 
Suspense  Account,  91,  92 

Tea,  etc.,  in  Netherlands 
East  Indies,  74 

dealers,  74 

growing  and  manufac- 
ture in  British  India  and 
Ceylon,  74 

Technical  director,  125 
Theatres,    statutory    percent- 
age, 71 

in    the     West     End     of 

London,  74 

elsewhere  than  in  the  West 

End  of  London,  74 


Tin    dredging    in    Malay    and 

Siam,  74 

mining  in  Malay,  74 

in     Malay     (Lode 

Tin),  75 

in  Nigeria,  75 

in  United  Kingdom, 

75 
Trades  chargeable,  42 
Trading  account,  in  example, 

262 

stock,  sale  of,  183 

after     22nd     April, 

1918,   183 
what  sale  includes. 


189 


-,  as  to  consideration, 
•    sold     with      other 


assets,   190 

-,  what  term  includes. 


190 


after      14th     May, 
1918,  193 
Tramways  and  light  railways, 
75 

in  New  Zealand,  75 

in  Victoria,  75 

Treasury   appointing   referees, 

78 

and  special  modifications, 

163 

to  fix  rate  of  interest  on 

deposits,  250 

regulations    for    accept- 
ance of  War  Slock,  252 

Trustee,  concerns  in  hands  of, 
44 

chargeable,  40 

Tungsten,    etc.,     manufacture 

of,  75 
Turnbullv.  loster  (1904),  38 
Typewriter,  new,  91 

Underwriters,    special    per- 
centage standard,  77 
Unremunerative  capital,  226 
Utensils  and  implements,  145 

Valuation      of      stock  —  see 
Stock,  valuation  of 
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Vendor's  share  of  profits  after 

Excess  Profits  Duty,  2 
Voyage  account,  53 

Wages,  item  in  example,  266 
War,  plant  provided  in  connec- 
tion with,  161 

profits,    include    pre-war 

months,  51 

materials,     manufacture 

of,  order  by  Referees,  77 

Stock,  payment  of  duty 

in.  252 


as     capital, 


War     Securities 
102 

Wear  and  tear,  deductions  for. 
144 

,  capital       computa- 
tion, 212 

,  Munitions  Levy,  301 

Wife,  payment  to,  91 

Wood  pulp  manufacture,  appli- 
cation to  Referees,  75 

Zinc  oxide  manufacture,   ap- 
plication to  Referees,  75 
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MANUFACTURING  BOOK-KEEPING  AND  COSTS.  By  George  Johnson 
F.C.I.S.     In  demv  8vo,  cloth  gilt,  120  pp.,  38.  6d.  net. 

GOLD  MINE  ACCOUNTS  AND  COSTING.  A  Practical  Manual  for  Officials, 
Accountants,  Book-keepers,  etc.  By  G.  W.  Tait  {of  the  South  African 
staff  of  a  leading  group  of  mines).     In  demy  8vo,  cloth  gilt,  93  pp.,  68.  net. 

THE  ACCOUNTS  OF  EXECUTORS,  ADMINISTRATORS  AND  TRUSTEES. 
With  a  Summary  of  the  Law  in  so  f?^:  as  it  reljites  to  Accounts.     By 
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William  B.  Phillips,  A.C.A.  (Hons.  Inter,  and  Final),  A.C.I.S.  In  demy 
8vo,  cloth  gilt,  150  pp.,  58.  net. 

PRACTICAL  BOOK-KEEPING.  By  Geo.  Johnson.  F.C.I.S.  In  crown  8vo, 
cloth,  420  pp.,  5s.  net. 

RAILWAY  ACCOUNTS  AND  FINANCE.  Railway  Companies  (Accounts  and 
Returns)  Act,  1911.  By  Allen  E.  Newhook,  A.K.C,  Chief  Accountant 
to  the  London  and  South-Western  Railway  Company.  In  demy  8vo,  cloth 
gilt.  148  pp..  58.  net. 

PERSONAL  ACCOUNTS.  By  W.  G.  Dowsley,  B.A.,  Lecturer  in  Book- 
keeping on  the  Modern  Side,  St.  Andrew's  College,  Grahamstown.  Size 
15 J  in.  by  9^  in.,  half  leather,  106  pp.,  with  interleaved  blotting-paper, 
68.  6d.  net. 

FARM  ACCOUNTS.  By  the  same  Author.  Size  15 J  in.  by  9^  in.,  half 
leather.  106  pp..  interleaved  blotting-paper,  7s.  6d.  net. 

DEPRECIATION  AND  WASTING  ASSETS,  dealing  with  their  treatment 
in  computing  annual  profit  and  loss.  By  P.  D.  Leake,  Fellow  of  the 
Institute  of  Chartered  Accountants.  In  demy  8vo,  cloth  gilt,  257  pp., 
lOs.  6d.  net. 

BUSINESS  TRAINING 

LECTURES  ON  BRITISH  COMMERCE,  including  Finance.  Insurance,  Business 
and  Industry.  By  the  Rt.  Hon.  Frederick  Huth  Jackson,  G. 
Armitage-Smith,  M.A.,  D.Lit.,  Robert  Bruce,  C.B.,  Sir  Douglas 
Owen,  W.  E.  Barling,  J.  J.  Bisgood,  B.A.,  Allan  Greenwell,  F.G.S., 
James  Graham.  With  a  Preface  by  the  Hon,  W.  Pember  Reeves.  In 
demy  8vo,  cloth  gilt,  295  pp.,  78.  6d.  net. 

THE  THEORY  AND  PRACTICE  OF  COMMERCE.  Being  a  Complete  Guide 
to  Methods  and  Machinery  of  Business.  Edited  by  F.  Heelis,  F.C.I.S., 
Examiner  in  Business  Training  to  the  Lancashire  and  Cheshire  Union  of 
Institutes,  etc.,  etc.  Assisted  by  Specialist  Contributors.  In  demy  8vo, 
cloth  gilt.  620  pp.,  with  many  facsimile  forms,  6s.  net.  Also  in  2  vols., 
6£Lcli   oricc  mS   net 

THE  PRINCIPLES  AND  PRACTICE  OF  COMMERCE.  By  James  Stephen- 
son, M.A.,  M.Com.,  B.Sc,  Head  of  the  Higher  Commercial  Department, 
Regent  Street  Polytechnic,  London ;  Examiner  in  Commercial  English 
and  Business  Methods  to  the  Union  of  Lancashire  and  Cheshire  Institutes. 
In  demy  8vo,  cloth  gilt,  650  pp.,  with  many  facsimile  forms,  78.  6d.  net. 

INSURANCE 

INSURANCE.     A  Practical  Exposition  for  the  Student  and  Business  Man. 

By  T.  E.  Young,  B.A.,  F.R.A.S.,  ex-President  of  the  Institute  of  Actuaries. 

With  a  Practical  Section  on  Workmen's  Compensation  Insurance,  by  W. 

R.  Strong,  F.I. A,  ;    and  the  National  Insurance  Scheme,  by  Vyvyan 

Marr,  F.F.A.,  F.I. A.     Third  Edition,  Revised  and  Enlarged.     In  demy 

8vo,  cloth  gilt,  440  pp.,  78.  6d.  net. 
INSURANCE  OFFICE  ORGANISATION,  MANAGEMENT,  AND  ACCOUNTS. 

By  T.  E.  Young,  B.A.,  F.R.A.S.,  and  Richard  Masters,  A.C.A.     Second 

Edition,  Revised.     In  demy  8vo,  cloth  gilt,  150  pp.,  5s.  net. 

ORGANISATION  AND  MANAGEMENT 

OFFICE  ORGANISATION  AND  MANAGEMENT.  Including  Secretarial 
Work.  By  Lawrence  R.  Dicksee,  M.Com.,  F.C.A.,  and  H.  E.  Blain, 
Late  Tramways  Manager,  County  Borough  of  West  Ham.  Fourth  Edition. 
In  demy  8vo,  cloth  gilt,  310  pp.,  78.  6d,  net. 
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COUNTING  HOUSE  AND  FACTORY  ORGANISATION.  A  Practical  Manua 
of  Modern  Methods  applied  to  the  Counting  House  and  Factory.  B} 
J.  GiLMOUR  Williamson.     In  demy  8vo,  cloth  gilt,  182  pp.,  68.  net. 

FILING  SYSTE3IS.  Their  Principles  and  their  Apphcation  to  Moden 
Office  Requirements.  By  Edward  A.  Cope.  In  crown  Svo,  cioth  gilt 
200  pp.  with  illustrations,  28.  6d.  net. 

INDUSTRIAL  TRAFFIC  MANAGEMENT.  By  Geo.  B.  Lissenden.  Autho 
of  "  Railway  {Rebates)  Case  Law,"  etc.,  etc.  With  a  Foreword  by  Charle: 
E.  MusGRAVE,  Secretary,  London  Chamber  of  Commerce.  In  demy  Svo 
cloth  gilt,  260  pp.,  78.  6d.  net. 

MUNICIPAL  OFFICE  ORGANISATION  AND  MANAGEMENT.  A  Compre 
hensive  Manual  of  Information  and  Direction  on  matters  connected  witl 
the  work  of  Officials  of  Municipalities.  Edited  by  William  Bateson 
A.C.A.,  F.S.A.A.,  Borough  Treasurer  for  the  County  Borough  of  Blackpool 
With  contributions  by  eminent  authorities  on  Municipal  Work  an( 
Practice.  In  crown  4to,  half-leather  gilt,  with  about  250  diagrams  anc 
forms,  503  pp.,  2oS.  net. 

CLUBS  AND  THEIR  MANAGEMENT.  By  Francis  W.  Pixley.  F.C.A. 
of  the  Middle  Temple,  Barrister-at-  Law.  In  demy  Svo,  cloth  gilt,  240  pp. 
78.  6d.  net. 

SOLICITOR'S  OFFICE  ORGANISATION,  MANAGEMENT,  AND  ACCOUNTS 
By  E.  A.  Cope  and  H.  W.  H.  Robins.  In  demy  Svo,  cloth  gilt,  176  pp. 
with  numerous  forms,  5s.  net. 

COLLIERY  OFFICE  ORGANISATION  AND  ACCOUNTS.  By  J.  W.  Innes 
F.C.A.  (Swithinbank  Innes  &  Co.,  Chartered  Accountants),  and  T.  CoLii 
Campbell,  F.C.I.     In  demy  Svo,  cloth  gilt,  140  pp.,  58.  net. 

DRAPERY  BUSINESS  ORGANISATION  AND  MANAGEMENT.  By  J 
Ernest  Bayley.     In  demy  Svo,  cloth  gilt,  300  pp.,  58.  net. 

STOCKBROKER'S  OFFICE  ORGANISATION,  MANAGEMENT  ANI 
ACCOUNTS   (see  below). 

SHIPPING  OFFICE  ORGANISATION,  .MANAGEMENT,  AND  ACCOUNT! 
{see  below). 

BANK  ORGANISATION,  MANAGEMENT  AND  ACCOUNTS  (p.  4). 

INSURANCE   OFFICE   ORGANISATION  (p.  2). 

STOCK   EXCHANGE 

STOCKBROKER'S  OFFICE  ORGANISATION,  MANAGEMENT  ANI 
ACCOUNTS.  By  Julius  E.  Day,  Manager  to  an  inside  Firm  of  Stock 
brokers  on  the  London  Stock  Exchange.  In  demy  Svo,  cloth  gilt,  243  pp. 
78.  6d.  net. 

THE  HISTORY,  LAW,  AND  PRACTICE  OF  THE  STOCK  EXCHANGE.  B] 
A.  P.  PoLEY,  B.A.,  of  the  Inner  Temple  and  Midland  Circuit,  Barrister 
at- Law  :  and  F.  H.  Carruthers  Gould,  of  the  Stock  Exchange.  Seconc 
Edition  revised  and  brought  up  to  date.  In  demy  Svo,  cloth  gilt,  348  pp. 
68.  net. 

SHIPPING 

SHIPPING  OFHCE  ORGANISATION,  MANAGEMENT,  AND  ACCOUNTS 

A  comprehensive  Guide  to  the  innumerable  details  connected  with  th< 

Shippmg  Trade.     By  Alfred  Calvert.     In  demy  Svo,  cloth  gilt,  203  pp. 

with  numerous  forms,  68.  net. 
THE  EXPORTER'S  HANDBOOK  AND  GLOSSARY.     By  F.  M.  Dudeney 

Foreword  by  W.  Eglington,  Founder  and  Editor  of  "  The  British  Expor 

Gazette."     In  demy  Svo,  cloth  gilt,  254  pp.     6s.  net. 
THE  PRINCIPLES  OF  MARINE  LAW.     {See  p.  7.) 
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CASE  AND  FREIGHT  COSTS.  The  Principles  of  Calculation  relating  to  the 
Cost  ol,  and  lucight  on.  Sea  or  Commercial  Cases.  By  A.  W,  E.  CrosFiELD. 
In  crown  8vo,  cloth,  62  pp.,  Is.  3d.  net. 

BANKING  AND  FINANCE 

MONEY,  EXCHANGE  AND  BANKING,  in  their  Practical,  Theoretical,  and 
Legal  Aspects.  A  complete  Manual  for  Bank  Officials,  Business  Men, 
and  Students  of  Commerce.  By  H.  T.  Easton,  Associate  of  the  Institute 
of  Bankers.  Second  Edition,  Revised.  In  demy  8vo,  cloth  gilt  312  pp., 
5s.  net. 

FOREIGN  EXCHANGE  AND  FOREIGN  BILLS  IN  THEORY  AND  IN 
PRACTICE.  By  W.  F.  Spalding,  Certificated  Associate,  Institute  of 
Bankers  ;  Fellow  of  the  Royal  Economic  Society  :  Lecturer  on  Foreign 
Exchange  at  the  City  of  London  College  ;  Author  of  "  Foreign  and  Colonial 
Banking  Appointments."     In  demy  8vo,  cloth  gilt,  227  pp.,  68.  net. 

EASTERN  EXCHANGE,  CURRENCY  AND  FINANCE.  By  the  same  Author. 
In  demy  8vo,  cloth,  375  pp.,  with  1  coloured  and  6  black-and-white 
full-page  plates.     12s.  6d.  net. 

PRACTICAL  BANKING.  By  J.  F.  G.  Bagshaw,  Certificated  Associate  of  the 
Institute  of  Bankers.  With  chapters  on  "  The  Principles  of  Currency," 
by  C.  F.  Hannaford,  Associate  of  the  Institute  of  Bankers,  and  "  Banli 
Book-keeping,"  by  W.  H.  Peard,  Member  of  the  Institute  of  Bankers  in 
Ireland.      In  demy  8vo,  cloth  gilt,  400  pp.,  6s.  net. 

BANK  ORGANISATION,  MANAGEMENT,  AND  ACCOUNTS.  By  J.  F. 
Davis,  D.Lit.,  M.A.,  LL.B.  (Lond.),  Lecturer  on  Banking  and  Finance  at 
the  City  of  London  College.     In  demy  Svo,  cloth  gilt,  165  pp.,  6s.  net. 

BILLS,  CHEQUES,  AND  NOTES.  A  Handbook  for  Business  Men  and 
Lawyers.  Together  with  the  Bills  of  Exchange  Act,  1882,  and  the  Amend- 
ing Act,  Bills  of  Exchange  (Crossed  Cheques)  Act,  1906.  By  J.  A.  Slater, 
B.A.,  LL.B.  (Lond.),  of  the  Middle  Temple,  and  the  North  Eastern  Circuit, 
Barrister-at- Law ;  author  of  "Mercantile  Law,"  etc.  Second  Edition, 
revised  and  enlarged.     In  demy  8vo,  cloth  gilt,  214  pp.,  68.  net. 

BANKERS'  SECURITIES  AGAINST  ADVANCES.  By  Lawrence  A.  Fogg, 
Certificated  Associate  of  the  Institute  of  Bankers.  In  demy  Svo,  cloth 
gilt,  120  pp.     5s.  net. 

THE  EVOLUTION  OF  THE  »IONEY  MARKET  (1385-1915).  An  Historical 
and  Analytical  Study  of  the  Rise  and  Development  of  Finance  as  a 
CentraUsed,  Co-ordinated  Force.  By  Ellis  T.  Powell,  LL.B.  (Lond.), 
D.Sc.  (Econ.,  Lond.)  ;  of  the  Inner  Temple,  Barrister-at-  Law.  In  demy 
Svo,  cloth  gilt,  748  pp.     lOs.  6d.  net. 

SIMPLE  INTEREST  TABLES.  By  WM.  Schooling,  C.B.E.  Author  of 
"  Life  Assurance  Explained,"  "  Inwood's  Tables,"  etc.  In  crown  Svo, 
cloth  gilt,  180  pp.,  21s.  net. 

TALKS  ON  BANKING  TO  BANK  CLERKS.  By  Harold  E.  Evans, 
Certificated  Associate  of  the  Institute  of  Bankers.  In  crown  Svo,  cloth, 
152  pp.,  2s.  6d.  net. 


SECRETARIAL  WORK 

THE  COMPANY  SECRETARY'S  VADE  MECUM.  Edited  by  Philip  Tovey. 
F.C.I.S.  Second  Edition,  enlarged  and  revised.  In  foolscap  Svo,  cloth, 
247  pp.,  28.  net. 
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SECRETARY'S  HANDBOOK.  A  Practical  Guide  tq  the  Work  and  Dutie 
in  connection  with  the  Position  of  Secretary  to  a  Member  of  Pariiamenl 
a  Country  Gentleman  with  a  landed  estate,  a  Charitable  Institution,  wit] 
a  section  devoted  to  the  work  of  a  Lady  Secretary  and  a  chapter  dealin 
with  Secretarial  work  in  general.  Edited  by  H.  E.  Blain.  In  demy  Svc 
cloth  gilt,  168  pp.,  6s.  net. 

GUIDE  FOR  THE  COMPANY  SECRETARY.  A  Practical  Manual  and  Wor 
of  Reference  for  the  Company  Secretary.  By  Arthur  Coles,  F.C.I.S 
Second  Edition,  Enlarged  and  thoroughly  Revised.  In  demy  8vo,  clot! 
gilt,  432  pp.,  with  75  facsimile  forms,  and  the  full  text  of  the  Companie 
Acts,  1908  and  1913,  and  the  Companies  Clauses  Act,  1845,  68.  net. 

COMPANY  ACCOUNTS.     By  the  same  Author.     (See  p.  1.) 

DICTIONARY  OF  SECRETARIAL  LAW  AND  PRACTICE.  A  Compre 
hensive  Encyclopaedia  of  Information  and  Direction  on  all  matter 
connected  with  the  work  of  a  Company  Secretary.  Fully  illustrated  wit 
the  necessary  forms  and  documents.  With  Sections  on  special  branches  c 
Secretarial  Work.  Edited  by  Philip  Tovey,  F.C.I. S.  With  contributioE 
by  nearly  40  eminent  authorities  on  Company  Law  and  Secretaria 
Ptactice,  including  :  The  Rt.  Hon.  G.  N.  Barnes,  5l.P.  ;  F.  Gore-Browne 
K.C..  M.A.  ;  A.  Crew,  F.C.I.S. ;  J.  P.  Earnshaw.  F.C.I.S. ;  M.  Webste 
Jenkinson,  F.C.A. ;  F.  W.  Pixley,  F.C.A.  Second  Edition,  enlarge 
and  revised.  In  one  handsome  volume,  half  leather  gilt,  gilt  toj 
940  pp.,  358.  net. 

THE  TRANSFER  OF  STOCKS,  SHARES,  AND  OTHER  MARKETABL] 
SECURITIES.  A  iManual  of  the  Law  and  Practice.  By  F.  D.  Heae 
B.A.  (Oxon.),  Late  Classical  Exhibitioner  of  Queen's  College,  of  Lincoln' 
Inn,  Barrister-at-Law.  Second  Edition,  Revised  and  Enlarged.  I: 
demy  8vo,  cloth  gilt,  220  pp.,  58.  net. 

THE  CHAIRMAN'S  MANUAL.  Being  a  guide  to  the  management  of  meel 
ings  in  general,  and  of  meetings  of  local  authorities,  with  separate  am 
complete  treatment  of  the  meetings  of  public  companies.  By  Gurdo; 
Palin,  of  Gray's  Inn.  Barrister-at-Law,  and  Ernest  Martin,  F.C.I.S 
In  crown  8vo,  cloth  gilt,  192  pp.,  38.  6d.  net. 

HOW  TO  TAKE  MINUTES.  A  Guide  for  Secretaries  and  others  to  the  correc 
method  of  taking  and  recording  the  Minutes  of  Meetings  of  Directorj 
Shareholders,  etc.,  etc.  Edited  by  Ernest  Martin,  F.C.I.S.,  Author  c 
"  Secretarial  Work,"  etc.     In  demy  8vo,  cloth  gilt,  130  pp.,  28.  6d.  net 

WHAT  IS  THE  VALUE  OF  A  SHARE  %  Tables  for  readily  and  correct! 
ascertaining  (1)  the  present  value  of  shares  ;  and  (2)  what  dividends  shouL 
be  paid  annually  to  justify  the  purchase  or  market  price  of  shares.  B 
D.  W.  Rossiter,  Head  of  the  Intelligence  Department  of  the  Consolidate 
Gold  Fields  of  South  Africa,  Ltd.  In  demy  Svc,  timp  cloth,  20  pp 
28.  6d.  net. 

PROSPECTUSES:  HOW  TO  READ  AND  UNDERSTAND  THEM.  B 
Philip  Tovey,  F.C.I.S.  Deals  with  prospectuses  of  various  grades  c 
investment.     In  demy  8vo,  cloth,  109  pp.,  2s.  net. 

INCOME  TAX 

INCOME  TAX  AND  SUPER-TAX  PRACTICE.  Including  a  Dictionary  c 
Income  Tax  and  Specimen  Returns,  showing  the  effects  of  recent  enact 
ments  down  to  the  Finance  Act,  1918.  By  W.  E.  Snelling,  of  the  Inlan 
Revenue  Department.     In  demy  8vo,  cloth  gilt,  450  pp.,  128.  6d.  net. 

INCOME  TAX  AND  SUPER-TAX  LAW  AND  CASES,  including  th 
Finance  Act,  1918.  A  Practical  Exposition  of  the  Law,  for  the  us 
of  Income  Tax  Ofi&cials,  Solicitors,  Accountants,  etc.     With  an  Analysi 
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of  the  Schedules,  Guide  to  Income  Tax  Law,  and  Notes  on  Land  Tax. 
Third  Edition,  Revised.  By  W.  E.  Snelling.  In  demy  8vo,  cloth 
gilt,  432  pp.,  12s.  6d.  net. 

COAL  MINES  EXCESS  PAYMENTS,  Guarantee  Payments  and  Levies  for 
Closed  Mines.  This  book  deals  with  the  Agreement  entered  into  between 
the  Coal  Controller  and  the  colliery  owners.  By  W.  E.  Snelling. 
Demy  8vo,  cloth  gilt,  176  pp.,  128.  6d.  net. 

EXCESS  PROFITS  (Including  Excess  Mineral  Rights)  DUTY,  and  Levies 
under  the  Munitions  of  War  Acts.  Incorporating  the  Provisions  of  the 
Income  Tax  Acts  made  applicable  by  Statute  and  by  Regulation,  also  the 
Regulations  of  the  Commissioners  of  Inland  Revenue,  and  of  the  Minister 
of  Munitions.  By  W.  E.  Snelling.  Fourth  Edition,  Revised  and 
Enlarged.     In  demy  8vo,  cloth  gilt,  262  pp.     128.  6d.  net. 


ECONOMICS 

ECONOMIC  GEOGRAPHY.  By  J.  McFarlane,  M.A.,  M.Com..  Lecturer  in 
Geography  in  the  University  of  Manchester.  In  demy  Svo,  cloth  gilt, 
568  pp.,  with  18  illustrations,  78.  6d.  net. 

OUTLINES  OF  THE  ECONOMIC  HISTORY  OF  ENGLAND.  A  Study  in 
Socieil  Development.  By  H.  O.  Meredith,  M.A.,  M  Com.,  Fellow  of 
King's  College,  Cambridge  ;  Professor  of  Economics,  Queen'  University, 
Belfast.     In  demy  8vo,  cloth  gilt,  376  pp.,  6s.  net. 

THE  HISTORY  AND  ECONOMICS  OF  TRANSPORT.  By  Adam  W. 
Kirkaldy,  M.A.,  B.Litt.,  Oxford  ;  M.Com.,  Birmingham  ;  Professor  of 
Finance  in  the  University  of  Birmingham  ;  and  Alfred  Dudley  Evans, 
Secretary  of  the  Birmingham  Exchange.  In  demy  Svo,  cloth  gilt,  348  pp., 
78.  6d.  net. 

THE  ECONOMICS  OF  TELEGRAPHS  AND  TELEPHONES.  By  John  Lee. 
M.A.,  Traffic  Manager,  Post  Office  Telegraphs.  In  crown  Svo,  cloth  gilt, 
92  pp.,  2s.  6d.  net. 

INDUSTRY  AND  FINANCE;  WAR  EXPEDIENTS  AND  RECONSTRUC- 
TION. Being  the  Results  of  Inquiries  arranged  by  the  Section  of 
Economic  Science  and  Statistics  of  the  British  Association  for  the  Advance- 
ment of  Science,  during  the  year  1917.  Edited  and  with  a  Preface  by 
Adam  W.  Kirkaldy,  M.A.,  B.Litt.,  Oxford ;  M.Com.  Birm.,  and 
contributions  by  other  eminent  authorities.     In  demy  Svo,  48.  6d.  net. 


ADVERTISING  AND  SALESMANSHIP 

THE   CRAFT  OF   SILENT   SALESMANSHIP.     A  Guide  to  Advertisement 

Construction.  By  C.  Maxwell  Tregurtha  and  J.  W.  Frings.  Size, 
6^  in.  by  9^  in.,  cloth,  98  pp.,  with  illustrations.     3s.  6d.  net. 

THE  NEW  BUSINESS.  A  Handbook  dealing  with  the  Principles  of  Adver- 
tising, Selling,  and  Marketing.  By  Harry  Tipper,  President,  Advertising 
Men's  League,  New  York;  Lecturer  on  Advertising,  New  York  University. 
In  demy  Svo,  cloth  gilt,  406  pp.,  78.  6d.  net. 

SALESMANSHIP.  By  W.  A.  Corbion  and  G.  E.  Grimsdale.  In  crown 
Svo,  cloth,  186  pp.,  2s.  6d.  net. 

COMMERCIAL  TRAVELLING.  A  Guide  to  the  Profession  for  present  and 
prospective  salesmen  "  on  the  road."  By  Albert  E.  Bull.  In  crown 
8vo,  cloth  gilt.  174  pp..  2g.  6d.  net. 
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LAW 

MERCANTILE  LAW.     By  J.  A.  Slater.  B.A..  LL.B.     A  practical  cxpositi 

for  Law  Students,  Business  Men,  and  Advanced  Classes  in  Commerc 
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7s.  6(1.  net. 
COMPANIES  AND  COMPANY  LAW.     Together  with  the  Companies  (Co 

soUdation)  Act.  1908.  and  the  Act  of  1913.     By  A.  C.  Connell,  LL. 

(Lond.),    of    the    Middle     Temple,    Barrister-at-Law.     Second    Editic 

Revised.     In  demy  8vo.  cloth  gilt.  348  pp.,  6s.  net. 
COMPANY  CASE   LAW.     By  F.  D.   Head.  B.A.   (Oxon.).   Late    Classi, 

Exhibitioner  of  Queen's  College  ;  of  Lincoln's  Inn.  Barrister-at-Law. 

demy  8vo.  cloth  gilt,  314  pp..  78.  6d.  net. 
THE  LAW  OF  CARRIAGE.     By  J.  E.  R.  Stephens,  B.A.,  of  the  Mid, 

Temple,  Barrister-at-Law.     In  demy  8vo,  cloth  gilt,  340  pp.,  5s.  net. 

THE  LAW  RELATING  TO  THE  CARRIAGE  BY  LAND  OF  PASSENGEB 
ANIMALS,  AND  GOODS.  By  S.  W.  Clarke,  of  the  Middle  Temple  a 
the  North  Eastern  Circuit,  Barrister-at-Law.  In  demy  8vo,  cloth  gi 
350  pp.,  78.  6d.  net. 

INCOME  TAX  AND  SUPER-TAX  LAW  AND  CASES.     (See  p.  5.) 

THE  LAW  RELATING  TO  SECRET  COMMISSIONS  AND  BRIBES  (CHRIS 
MAS  BOXES,  GR.4TUITIES,  TIPS,  ETC.) ;  THE  PREVENTION  ( 
CORRUPTION  ACT,  1906.  By  Albert  Crew,  of  Gray's  Inn,  and  i 
South  Eastern  C  ircuit,  Barrister-at-  Law  ;  Lee  Prizeman  of  Gray's  It 
In  demy  8vo,  cloth  gilt,  198  pp.,  58.  net. 

BANKRUPTCY,  DEEDS  OF  ARRANGEMENT,  AND  BILLS  OF  SALE.  ] 
W.  Valentine  Ball,  M.A.,  and  G.  Mills,  B.A.,  both  of  Lincoln's  It 
Barristers-at- Law.  In  demy  8vo,  cloth  gilt,  364  pp.,  5s.  net.  Thi 
Edition,  Enlarged  and  Revised  in  accordance  with  the  Bankruptcy  A 
1914,  and  the  Deeds  of  Arrangement  Act,  1914. 

PRINCIPLES  OF  MARINE  LAW.  By  Lawrence  Duckworth,  of  i 
Middle  Temple,  Barrister-at-Law.  Third  Edition,  Revised.  In  der 
8vo,  cloth  gilt,  about  400  pp.,  78.  6d.  net. 

GUIDE  TO  THE  LAW  OF  LICENSING.  The  Handbook  for  all  Licen( 
holders.  By  J.  Wells  Thatcher,  Barrister-at-Law.  In  demy  8^ 
cloth  gilt,  200  pp.,  58.  net. 

RAILWAY  (REBATES)  CASE  LAW.  By  Geo.  B.  Lissenden.  In  der 
8vo.  cloth  gilt,  450  pp.,  IDs.  6d.  net. 

THE  LAW  RELATING  TO  THE  CHILD :  Its  Protection,  Education,  a 
Employment.  With  Introduction  on  the  Laws  of  Spain,  Germar 
France,  and  Italy  ;  and  Bibliography.  By  Robert  W.  Holland,  M.j 
M.Sc.  LL.D.,  of  the  Middle  Temple,  Barrister-at-Law.  In  demy  Sy 
cloth  gilt,  166  pp.,  58.  net 

GUIDE  TO  THE  REGISTRATION  OF  BUSINESS  NAMES  ACT.  By  Kenne 
Brown,  Solicitor.     In  crown  8vo,  paper  boards,  l8.  net. 

CONVEYANCING.     By  E.  A.  Cope.     In  crown  8vo,  cloth,  206  pp..  3s.  6d.  n 

WILLS,  EXECUTORS,  AND  TRUSTEES.  With  a  chapter  on  Intestac 
In  foolscap  8vo,  cloth,  122  pp..  Is.  6d.  net. 

INHABITED  HOUSE  DUTY.    The  compUcated  laws  relating  to  Inhabit 
Houses  are  treated  in  this  volume  in  a  comprehensive  manner,  and 
legal  decisions  of  importance  are  given.     By  W.  E.  Snelling.     In  der 
8vo,  cloth  gilt,  200  pp.,  12s.  6(1.  net. 

THE  LAW  OF  REPAIRS  AND  DILAPIDATIONS.  By  T.  Cato  Worsfol 
M,A.,  LL.D.     In  crown  8vo,  cloth  gilt,  104  pp.,  38.  Qd,  net, 


PITMAN'S  BUSINESS  HANDBOOKS 


THE  LAW  OF  EVIDENCE.    By  W.  Nembhard  Hibbert.  LL.D.  (Lond.). 

Barrister-at-Law  of  the  Middle    Temple.     Second  Edition   Revised.     In 

crown  8vo,  cloth  gilt,  144  pp.,  5s.  net. 
THE  LAW  OF  PROCEDURE.      By  the  same  Author.     In  demy  8vo,  cloth 

gilt,  122  pp..  6s.  net. 
BILLS,  CHEQUES,  AND  NOTES.     (See  page  4.) 
THE   HISTORY,   LAW,   AND   PRACTICE   OF  THE   STOCK  EXCHANGE. 

(See  page  3.) 

BUSINESS  REFERENCE  BOOKS 

COMMERCIAL  ENCYCLOPAEDIA  AND  DICTIONARY  OF  BUSINESS.    A 

reliable  and  comprehensive  work  of  reference  on  all  commercial  subjects, 
specially  designed  and  written  for  the  busy  merchant,  the  commercial 
student,  and  the  modern  man  of  affairs.  Edited  by  J.  A.  Slater,  B.A., 
LL.B.  (Lond.),  o/  the  Middle  Temple  and  North- Eastern  Circuit,  Barrister- 
at-Law.  Assisted  by  upwards  of  50  specialists  as  contributors.  With 
numerous  maps,  illustrations,  facsimile  business  forms  and  legal  docu- 
ments, diagrams,  etc.  In  4  vols.,  large  crown  4to  (each  450  pp.),  cloth 
gilt,  £2  net.     Half-leather  gilt,  £3  128.  6d.  net. 

BUSINESS  MAN'S  GUIDE.  Seventh  Revised  Edition.  With  French.  German , 
Spanish  and  Italian  equivalents  for  the  Commercial  Words  and  Terms. 
Edited  by  J.  A.  Slater,  B.A.,  LL.B.  (Lond.).  The  work  includes  over 
2,t)00  articles.     In  crown  8vo,  cloth,  520  pp.,  58.  net. 

PUBLIC  MAN'S  GUIDE.  A  Handbook  for  all  who  take  an  interest  in  ques- 
tions of  the  day.  Edited  b^  J.  A.  Slater,  B.A.,  LL.B.  (Lond.).  In 
crown  8vo,  cloth  gilt,  444  pp.,  38.  6d.  net. 

DICTIONARY  OF  COMMERCIAL  CORRESPONDENCE  IN  SEVEN  LAN- 
GUAGES :  ENGLISH,  FRENCH,  GERMAN,  SPANISH,  ITALIAN, 
PORTUGUESE  AND  RUSSIAN.   In  demy  8vo,  cloth,  502  pp..  7s.  6d.  net. 

FILIN(J  SYSTEMS :  Their  Principles  and  their  Application  to  Modern  Office 
Requirements.  By  Edward  A.  Cope.  In  crown  8vo,  cloth  gilt,  200  pp., 
with  illustrations,  2s.  6d,  net. 

SLMPLE  INTEREST  TABLES.     (See  page  4.) 

A  MANUAL  OF  DUPLICATING  METHODS.  By  W.  Desborough.  In 
demy  8vo,  cloth,  90  pp.,  illustrated,  2s.  net. 

COMMON  COMMODITIES  AND  INDUSTRIES  SERIES.  Each  book  in 
crown  8vo,  cloth,  2s.  6d.  net.  Volumes  already  published  on  Tea,  Coffee, 
Sugar,  Oils,  Wheat,  Rubber,  Iron  and  Steel,  Copper,  Coal,  Timber,  Cotton, 
Silk,  Wool,  Linen,  Tobacco,  Leather,  Clays,  Paper,  Soap,  Glass,  Gums 
and  Resins,  The  Motor  Industry,  Boots  and  Shoes,  Gas  and  Gas  Making, 
Petroleum,  Salt,  Jurniture. 


COMPLETE   LIST  POST  FREE  ON   APPLICATION 


Sir  Isaac  Pitman  &  Sons,  Ltd.,  1  Amen  Corner,  London,  EX.  4 

Apd  At  Bath*  Melbourne  apd  New  York 


«f 


•I 


YC  23488 


404712 


UNIVERSITY  OF  CAUFORNIA  LIBRARY 


